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ROYAL COMMISSION ON DOMINION-PROVINCIAL RELATIONS 


OTTAWA, ONTARIO, JANUARY 17, 1938 


The Royal Commission appointcd to rc-cxamine tho 
cconomic and financial basis of Confcdcration and the 
distribution of lcgislativce powcrs in the light of thc 
economic and social dcvclopments of thc last scvcnty 
ycars, met at the Parliamcnt Buildings, Ottawa, Ontario, 
on Monday, January 17, 1938, at 11 a.m. 

PRESENT: 
HON. CHIEF JUSTICE NEWTON W. ROWELL, ... CHAIRMAN 
DR. JOSEPH SIROIS ) 
) 
JOHN W. DAFOE, Esq. ) 
) Commissioncrs 
DR. ROBERT ALEXANDER MacKaAY ) 
) 
PROFESSOR HENRY FORBES ANGUS ) 


Commission Counsel: 
Letiis: S. St-7 Laurent, Esq... K.0: 


James McGregor Stewart, Esq., K.&. 


Seerctariat: 
Alex. Skelton, Esq. Secretary 
Adjutor Savard, Esq. Secretaire Francais 
R. M. Fowler, Esq. Legal Sscretary 
Wilfrid Eggleston, Esq., Assistant to the 


Secretary 


FOR THE CANADIAN MANUFACTURERS' ASSOCIATION, INC: 


Ws De BEGG 1” sane Saye iyie ale one First Vice-President 
Jd. E. Walsh MeN ea ee General Manager 

pte Lia RIMS RG te aie Senos eine P General Secretary 

opi ttn kee. Sede G Og ere Wate: sie Manager, Tariff Department 
eis) POCA ONNS LT ae ic ee «0% Secretary, Industrial Relations. 
Revit. MeCOdmiG K vhs hte: «dos Assistant Manager, Tariff Dept. 


Ge BLeke ROWDSTUSON, so. sss Ottawa Representative 
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Railway Committee Room, 
House of Commons, 
Ottawa, Ontario, 
January 17, 1958. 
MORNING SESSION 
The Commission met at 11. a.m. 

THE CHAIRMAN: ‘Ve are holding these special 
Sittings in Ottawa for two purposes: first, tc hear 
Dominion organizations that have representations to mako 
to the Commission on one or more of the questions which 
the Commission is called upon to investigate, and secondly, 
for the purpose of hearing Dominion government officials 
on questions of overlapping as between the Dominion and 
the provinces. We will first hear the Dominion organ- 
izations. We are to hear first from the Canadian 
Manufacturers! Association. Mr. Black. 

Mr. W. D. BLACK, First Vice President, Canadian 
Manufacturers' Association, was called. 

MR. W. D. BLACK: Mr. Chairman and Commissioners} 

“The Members of the Canadian Manufacturers! 
Association respectfully offer to the Royal 
Commission on Dominion-—Provincial Relations 
their best wishes for the success of their 
investigation and cordially offer all the 
assistance the Association can give. 

The terms of your reference give you 
power to deal with many subjects of vital 
importancs to us, not only as manufacturers, 
but also as citizens of Canada, and, conse-~ 
quently, we have every reason to help you to 
the best of our ability. 

The Canadian Manufacturers Association 
has been the national organization of manu- 
facturers since 1871. It has 3,321 members, 


located in all nine provinces, and engaged 
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Pit mackie all ckinde of. products., It is 
estimated that the members of the Association 
are responsible for eighty per cent in value 
of the total production of firms eligible 

for membership, that is, of those who employ 
five or more persons in their mechanical 
departments. 

Our representations to you are divided 
into several parts. The first presents 
studies of the incidence of taxation upon 
Canadian manufacturers. The second deals with 
the old age pensions and unemployment insurance. 
The third reviews sales tax, excise taxes and 
excise duties. The fourth indicated the 
extent of the dependence of governmental re- 
venues and national income upon manufacturing, 
direc tiy and indirectly. 

It is considered that we can serve you best 
by confining our submission chiefly to our 
own field. this does not imply that we are 
not keenly concerned with all problems within 
the scope of your inquiry but we feel that 
other departments of national activity will 
be well represented by those actively engaged 
in them, 

We share with governments and others the 
misgivings which inevitably result from any 
carcful study of the steady and substantial 
increases in public expenditures and the 
resulting taxation which must accompaay them. 
As you have official statistics of Dominion, 
provincial and municipal expenditures, revenues 
and debts, it is not necessary to repeat them 


here but we will endeavour to indicate the 
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“manner in which the taxation burdens on 
industry are growing. 

It is recognized that industry must pay 
heavy taxes under existing conditions but it 
is submitted that total taxation should main- 
tain a reasonable relation to earnings. Out 
of the gross carnings of manufacturing must 
come taxes for governments, wages for employces, 
depreciation reserves for buildings, machinery 
and cquipment, resorves against bad times, 
amd yout of the belence; \if any, dividends for 
sharcholdéers. [tis obvious that, if the 
shares of goveornmconts are too large, the others 
may suffcr to an cxtent which will endanger 
the successful operation of industry. 

Whilc we realize that a country's con- 
stitution is not static and that changes must 
comc with national growth, we have little 
hope that constitutional changes, alone, will 
provide the necessary remedies for existing 
maladies. The British North America Act worked 
very well for many years, during which the 
Dominion of Canada developed in a remarkable 
manner. It is significant that, during this 
period, a sound relationship was maintained 
between income and expcnditure, and debts were 
kept within managcable hounds. 

Then camo the periods of railway cxpansion, 
the war and the depression, the latter two 
intonsifying the oxpansion of costly social 
security legislation. They were all marked 
by greatly increased spending, mounting taxes 
which failcd to kcep pace with cxpenditurcs, 
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"futility of criticising those who worc associa-— 
ted with these dcvclopmcnts. Doubtless, much 

of the rcsulting cvil was incscapablc bocause 

it wa due to world cvents, over which Canadians 
had littlc or no control, and to optimistic 
cstimatcs of the growth of Canada which havc 
not becn fulfilled. In any casc, thcso things 
bcolong to the past and we arc faced with the 
bealiticés of dealing swith the situation as it 
oxists to-day. (We respcctfully submit that our 
troubles ere chicily )financial.,.If,. by some 
means, public cxpenditurcs and taxcs could be 

cduccd by twenty pcr ecnt, or by cven ten per 
cent with reasonable hope that thcy could be 
stabilizcd, at such low:r levels, many of the 
pressing problems of to-day would disappcar. 

if, .on the other hand, an cntiroly new 
constitution for Canada werc provided, we ven- 
turc to think, that if public cxpenditures and 
consequently taxes continucd to increase, the 
now plan would cncountcr cxactly thc samc dif- 
-‘Licultics as woe arc cxpericncing to-day. 
Confcdcration was made possiblc by an agree- 

ment among scparatc provinces to become a 

Dominion and we belicve that if thcre is the 
will, on. the part of) tha people to. do, it, the 
Dominion and the provinces can allocate their 
respective ficlds of rcsponsibility and taxa- 
tion in such a way that they can solve their 
financial difficultics, provided always they 
make up thcir minds to live within the respective 
incomes agrecd upon. It is assumed thet certain 
sections of the country, which are faced with 
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unusual and severe temporary disabilitics, shoing 
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“ROVCURpCG.a. Considorotion until these con= 
CiIGtiLons ‘change ‘for the bettcr. 

co submit thet somcthing should bc done 
to czercise some joint control and rcegulction 
of borrowing. Those who loancd thcir savings 
to provinces and municipalitics did not really 
think of them as separatc cntitics. «although 
there were no contrsctual oblig- tions, many 
of thesc lenders really thought of the provinces 
and municipalities 2s parts of thc Dominion of 
Gantde.., oid. tie Cont idence oflonrtcre is to 
be maintained, the ercdit of thc Dominion, 
of the provincos and the municipalitics must 
be safeguerded, and it scems recsonable to think 
that this esn be donc bcttcr by collective 
understanding than by indcpcndcnt action. 

We are decling with matcricl matters, such 
as finance, ceonomics and taxes because it is 
necessary to do so, and the tcrms of thc Commis- 
sion's refcrence require such action, but we 
are fully cwere of the more important undcrlying 
problem. Our ancestors bclicved thet, through 
unitcd setion, they could cstablish and main-— 
tain a se6elf-governing nation as part of the 
British Empire in the north half of this Contincnt 
Our duty in spite of all obstacles is to continue 


what they began." 
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to Submission by the 
Cenedian Manufacturers 
associntion. 
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THE CHAIRMAN: Mr. Black, thcre crc two points in 
this introductory statement upon which I should pe elaa if 
Fou could give us further information, but if it ic doclt 
with in detail in other prrts of th Bricf, we can leave 
LG tid. Ghat. time « aioe I would ask you to look at your 
statement on page 2, that, "If, by some means, public 
expenditures and taxes could be reduced by twenty per 
cent, or 6y even ten per cent with reasonable hope that 
they could be stabilized, at such lower levels, many of the 
pressing problems of to-day would disappear.” Has your 
Association given consideration to the question of how 
that could be done, what services could te reduced, or 
whether there is any recommendation we could make dealing 
with the matter? 

MR. BLACK: I think that that matter is dealt 
with, Mr. Chairman, more fully in Part V of our Brief, 
and it is also dealt with to a certain extent in Part II. 

THE CHAIRMAN: Then we will leave it till we come 
to that. 

The other question I had to ask was with refer- 
ence to your statement in your General Introduction that 
there should be “some joint control and regulation of 
borrowing". Is that dealt with in the other sections of 
the Brief? 

MR. BLACK: KO, 

THE CHAIRMAN: Then if that is not dealt with in 
the other sections, has your Association given consider- 
ation to any practical method whereby you think that 
result could be accomplished? 

MR. BLACK: No further than the suggestion that 
is made there, Mr. Chairman, for a collective understand— 
ing. It has already been indicated in the past few years 
that the federal government acknowledges a certain sense 


of responsibility for assisting the various provinces, 
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and where that assistance is extended, we think there 
should be proper cooperation on the part of the province, 
The province then, in turn, may very well have some col- 
lective understanding with the municipalities whereby 
borrowings may be controlled within reasonable limits. 
But that is another point which, as we indicated in the 
earlier part of our Brief, we are leaving more to the fi- 
nancial people because we assume that they are more dir- 
ectly in touch with that phase and will cover it them- 
selves. 

THE CHAIRMAN: i just want to get the point perfectly 
clear because it is a very important one. It is the con- 
Sidered view of your Association, is it, that in con- 
nection with government borrowing there should be in the 
future some joint control and regulation of the borrowing? 

MR. BLACK: Yes, I should say definitely so. 

THE CHAITRMAI: Thank you, Mr. Black. 

MR. BLACK: Next, Mr. Chairman, Mr. Macdonnell, 
will present Part II on Taxation of Manufacturing in 


Canada. 
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TAAATION OF MANUFACTURING 
Mz. H.W. MACDONNELL, Svccretary, Industrial Relations 
Committee, Cenadian Manufacturers! Association, was called, 
Mr. MACDONNELL: Mr, Chairman and Commissioners ,— 
"In the following pages we propose to discuss the 
present system of taxation affecting manufacturers 
in Cenada, and respectfully offer certain comments, 
criticisms and recommendations on behalf of the 
membership of this Association. We note that the 
Commission has been empowered, among other things, 
"to investigate the character and amount of taxes 
collected from the people of Canada," and *to 
determine whether taxation as at present allocated 
and imposed is as equitable and as efficient as can 
be vevised," ' It isto these questions, particularly 
as they concern the Canadian manufacturer, that we 
propose to address ourselves. 
On the “amouny of taxation presently ‘collec ed 
we do not propose to dwell at any length. We 
realize that the calls upon governments are heavy 
and yearly becoming heavier. For this reason, while 
this Association shares the desire of every Canadian 
that taxation should be as low as possible, our main 
concern here is not to complain of the burden of 
taxation upon manufacturers. Our submission is 
rather that the present system of taxation is not as 
efficient and equitable as can be devised and that 
it imposes an unnecessary burden upon manufacturers 
in proportion to the revenue derived. It is a truism 
to say that the ideal form of taxation from industry's 
point of view would be one that is marked by a 
maximum of certainty, simplicity, uniformity, equality 
and finality. The object of what follows will largely 


be to show that our present system of taxation in 
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"Canada falls lamentably short of this ideal. 

No stronger evidence of the lack of certainty, 
Simplicity and uniformity in the present system of 
taxation governing Canadian manufacturers could be 
offered than a list of the multifarious taxing and 
licensing statutes now in force in Canada. Without 
attempiing an exhaustive compilation, it is possible 
to cite at least 193 federal and provincial statutes 
that provide for the taxing or licensing of Canadian 
industry as a whole. In addition.to these statutes 
of general application, there are at least 52 
additional statutes affecting particular industries, 
for instance those engaged “in canning, dairying, 
distilling and brewing. Most of these 245 statutes 
have Deen Treqvuently amended since their passing or 
Since the last consolidation of statutes, many of 
them as often as once a year, some more often still: 
Thus, the 193 statutes of gesneral apylieation 
referred to above have been amended no fewer than 
861 times since they were passed or last consolidated, 
The 52 special statutes have been amended 82 times. 
The total figures of 245 taxing and licensing 
statutes and 943 amendments, high as they are, 
would be still further increased if the statutes 
incorporating the more important cities and towns 
were to be added; many of these authorize the levy- 
ine of ‘vanes eudy license fees. In addition it is to 
be remembered that many of the statutes included 
in the above totals authorize manicipalities or 
school districts to impose taxation and that in 
Canada there are cstimated to be 2,546 municipalities 


and 23,231 school districts." 
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THE CHAIRMAN: You think, Mr. Macdonnell, that 
manufacturing conceras should not have to look at 900 statutes 
to find out what their taxes are? 

MR. MACDONNELL: That is it, sir, yes. We do not say, 
of course, that every manufacturer has got to do that, but 
we thought it might be worth while simply to make a more or 
less complete list of them, 

"A complete list of these general and special 
taxing and licensing statutes is given in Appendix I 
Starting at page ,.9 of the present brict, together 
with a summary of the contents of each. At this 
point we content ourselves with a tabulation of 


these statutes by jurisdactions: 


Gencral Special 
DOMINTON 
Number of statutes 9) 4 
“4 * Amendments 483 3) 
ALBERT, 
Number of Statutes 46 8 
. Amendments 135 15 
BRITISH COLUMBIA 
Number of Statutes Lk 4 
MANITOBA 
Number of Statutes al 4. 
s « Amendments 93 6 
NEW BRUNSWICK 
Number of Statutes 14 4. 
: * Amendments 49 14 
NOVA SCOTIA 
Number of Statutes 12 Ped 
3: * Amendments 141 0 
ONTARIO 
Number of Statutes eal 6 


* Amendments Bey 1d 
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General Spceial 


PRINCH EDVARD ISLAND 


Nunbcr of Statutes 10 a 
ie * Amcndnents 28 2 
QUEBEC 
Numbcr of Statutcs al 12 
: « Amendments 166 23 
SASKATCHEWAN 
Number of Statutes 32 6 
; it Amendments 69 6 


Total number of general taxation statutes in ¢ 
Canada 193 


Total number of spccial taxation statutes in 
Canada 52 


TOTAL NUMBER OF TAXATION STATUTES IN CANADA 245 


Total number of amendments to general tax— 
ation statutcs in Canada 861 


Total number of amendments to special tax- 
ation statutcs in Canada 82 


TOTAL NUMBER OF AILTENDMENTS TO TAAATION 
STATUTES 943 
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THE CHAIRMAN: British Columbia and Prince Tdward 
Island apparently have fewer taxing statutes than the 
Dominion, and the Dominion comes next. 

MR. MACDONNELL: Yes, Mr. Chairman. I continue: 

TALE GENGRALLY 
4 It will be seen that apart from the many 
Special taxes and license fees, the general 
statutory taxes include: 

Income: 

Dominion Income Tax 

/ EBYOvVincietl Income Taxes (i.e. all 

the provinces except Nova Scotia and 

New Brunswick). 

Municipal Income Taxes in Ontario, 

New Brunswick and Quebec. | 

Capital: 
’ Provincia, Capital Taxes (i.e. ald 
except British Columbia and Manitoba), 
Thus, companies doing business in all tle 

provinces are called upon to pay eight different 
Dominion and provincial income taxes; seven 
different provincial capital taxes, and, possibly, 
several municipal income or business taxes. 
Moreover, it is generally true to say that 
each jurisdiction proceeds without any reference 
to what is required in the others. For instance, 
the Dominion Government makes no allowance as 
an expense of doing business, for income tax 
paid by industry to the provinces and municipali- 
ties, nor, with the exception of Manitoba, do 
the provinces, or in most cases the municipalities 
make any allowance for income tax paid to the 
Dominion. Thus, it is obvious that there is 


less reciprocity between the Dominion and the 
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"provinces in this regard than between Canada 
and, for example, the United States." 
THE CHAIRMAN: «ith the exception of Manitoba, you 
say, Mr. Macdonnell, that there is no allowance made by 
any province or municipality for Dominion income tax, and 
that the Dominion makes no allowance for provincial or 
municipal income tax? 
MR. MACDONNELL: That is it, sir, yes. 
THE CHAIRMAN: But there is an arrangement whereby 
as between the Dominion and the United States the income 
tax paid is recognized? 
MR. MACDONNELL: Yes, that is so. 
THE CHAIRMAN: And you think there should be at 
least as much reciprocity within Canada as there is be- 
tween Canada and other countries? 
MR. MACDONNELL: Exactly, Mr. Chairman. 
The next heading is "Complexity and Lack of Uniformity 
in Returns and Regulations.” 
Complexity and Lack of Uniformity 
in Returns and Regulations. 
"Fach taxing authority requires elaborate returns 
to be filed, giving detailed information as to 
the capital structure and operations of the 
company, not only in the jurisdiction in question, 
but generally. 
The inconvenience and expense thus involved 
will be appreciated from a consideration fof 
the following: 
1. An ordinary industrial company operating in 
all the provinces is required to file some 40 
annual returns (income, capital, registrations, 
employeest earnings, etc.), and in addition therew 


to, 5 monthly returns in connection with sales 
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"tax, euploycces’ carnings tax, ctc.--total aggregate 
annual returns ae numb oring some YOO, “In Appendis 
Ti, pages co, and 24, 1s given a list of the above- 
deseribed returns as required of an actval mcnber 
or this association, 

as “hue liscal periods covcred by tns Troturns and 
the filing dates vary from one jurisdiction to anothe 


anether,™ 


THE CHATRMAN: Do you, Mr. Macdonnell--I have read the 
Brief but I have forgottcn--- make certain practical suggestions 
as to how this multiplicity of returns could be obviated or the 
number greatly reduced? 
MR. MACDONNELL: Yes, Mr. Chairman; we have soms definite 
recommendations at the end. 
THE CHAIRMAN: Thank you, 
MR. MACDONNELL: I continue: 
"OS. hGQUirements for detcrmining taxable income 
and capital differ entirely or in part as between 
Various juUrLSscLouions. 
4, The various statutory dcfinitions as between 
one taxing authority.and anothcr are at variance, 
é-g-, the definition as to what. constitutes 
"“carryine On business,” 

The foregoing will help to explain why a 
company such as is referred to above cstimates 
that the work of preparing its returns and settling 
its tax Liability with the various taxing autbor= 
ities requires no less than the equivalent of the 
full time of 12 employees, including the part time 
service of certain exccutives,” 

THE CHAIRMAN: Mr. Macdonnell, would that apoly to a 
large number of manufacturers? 
MR. MACDONNELL: I think it would apply, sir, 26 
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were given by one particular company. It was a very care-— 
ful estimate. We questioned it and asked them to go into 
it again, and that was the result. It is a particularly 
big company which operates in all the provinces, but I 
think it is fair to assume that any sizeable company op-— 
erating in all the provinces would be put to a comparable 
amount of trouble and expense. ‘This is, admittedly, one 
of the larger companies. 
"We propose to present a file of the numerous 
forms required to be completed by such a company 
so that the Commission may appreciate the very 
large amount of labour and expense involved, 
a@ large part of which, we submit, could be 
obviated by the adoption, generally, of the 
kind of arrangement that was made last year 
between the Dominion and Ontario, whereby a 
Single return with respect to personal income 
tax served for both jurisdictions. 

This;lack:of uniformity referred to is 
further illustrated by the various regulations 
and rulings of the different governments, a 
few of which are noted hereunder: 

1. With respect to the definition of what 
constitutes “carrying on business" most of the 
provinces do not regard an extra-provincial 
company as carrying on business in the particular 
jurisdiction unless it has a resident agent 
or representative or an office, warehouse, or 
place of business in the province. sowever, 
Alberta has legislated recently to provide that 
any method of securing orders other than by cor- 
respondence, shall be deemed to constitute 
carrying on business in that province within the 


meaning of The Companies Act of Aucberte.” 
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THE CHAIRMAN: Then the broad distinction would be 
this, would it not, that in the other provinces there nust 
Oe ea branch or head office, but in Alberta, if a firm 
had a salesman soliciting orders, the firm would be deemed 
to be carrying on business within the province? 

MR. MACDONNELL: In the caso of all the provinces 
except Alberta, it is exactly as you have said, Mr. Chair- 
man, that unless the company has a resident agent or an 
office or place of business within the province, it is 
not deemed to be carrying on business within the province. 
In other words, it could send into the province non-resi- 
aqent travellers or get orders by correspondence without 
being deemed to be carrying on business; but in Alberta. 
under the new dispensation, only companies which get their 
business through correspondence are deemed to be not carrying 
on business. 

THE CHAIRMAI: That is what I amean. Under the 
present Alberta legislation, if a firm sends a traveller 
into Alberta to solicit orders, that firm is deemed to 
be carrying on business within the province and is subject 
to the provincial corporation tax, whatever the tax is? 

MR. MACDOINELL: That is it, sir,--if the traveller 
is caught. I continue with paragraph <: 

"Zs Special orovisions disallowing directors’ 
fees as charges against taxable profits, unless 
the directors are resident in the province 
levying the tax, are enforced in some but not 
in other provinces. 

3, Certain, but not all provinces, have special 
provisions for the taxing of loans to shareholders 
where companies have an undistributed balance 

in the surplus account. 


4, The regulations respecting reserves for bad 
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"Jebts are greatly at variance. In Ontario, 

an estimated allowance for bad debts is permitted, 
provided the balance of the bad debt reserve is 
not in excess of 10 per cent of the outstanding 
accounts receivable; whereas in .uebec and 

British Columbia such deductions from taxable 
income are allowed only for the bad debts actually 
incurred. 

S. As to wear and tear depreciation allowance- 
in British Columbia rates therefor are on a lower 
scale, generally, than those used by the Domin-— 
lon. Also, no further allowance is granted 
when the accumulated reserve amounts to 75 per 
cent of the cost; whereas the Dominion allows 
for depreciation up to 100 per cent of the cost, 
with the provision that the last 20 per cent 
must be spread over a ten year period," 

THE CHAIRMAN: Is there any reason for the dif- 
ference in British Columbia in the climatic conditions? 
Do they assume that in the British Columbia climate there 
is less wear and tear on buildings, plant and machinery? 

MR. MACDONNELL: I have never heard that suggested, 
Mr. Chairman, but it is an interesting suggestion. Then 
sixes 

*” Oa: Ih BYItish GolLlumbia, interest on money 
borrowed outside the province is not allowed 
as a deduction from taxable income unless 4 
separate return is made covering such interest 
and income tax at a rate not exceeding 5 per 
cent is paid thereon. 

7. wuebec alone among the provinces dis- 
allows, as a deduction in determining taxable 


income, bonuses of any kind paid to regular, 


full-time employees, 
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|) Ge. in the Province of Quebec there exist 
no standard regulations governing the method of 
determining for taxation purposes the percentage 
of company's assets that are situated within the 
province, the matter being left to the dis- 
cretion of the tax authorities. Thus, the 
individual taxpayer is given no assurance that 
any un:.form procedure will be employed or that 
there will be any equality as between different 
taxpayers. 
9. Section 6 (a) of the Dominion Income War 
Tax Act appears. particularly, to be the eneny 
of uniformity. In it, the Yommissioner is 
given full discretion to decide whether expenses 
claimed as deductions have been "wholly. ex- 
clusively and necessarily expended for the 
purpose of earning the income”. Thus, it has 
been left open to the administering official 
to disallow certain ordinary, proper business 
expenses, merely because they are large in 
amount, unusual, or not necessari. y recurring 
from year to year, and others because, though 
expended for the purpose of earning the incone, 
it was not to carn the income in the particular 
year for which they were claimed as a deduction." 
THE CHAIRMAN: Mr. Macdonnell, how would you suggest 
that matter should be dealt with? It is admittedly a 
matter of difficulty because the department must guard 
against what they may consider padding of the expense 
account in order to reduce the assessable income. How 
would you suggest that it should be dealt with? | 
MR. MACDONNELL: I cannot go further than this, 
Mr. Chairman, that there ought to be more definite regu- 


lations. At present it is very much a catch-as-catch—can 
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mattcr. The discretion is so wide that really the Com- 
missioner of Income Tax is in the position of saying to 

a firm--thcre is a point up at prcscnt in conncction with 
advertising, and the Commissioncr is rcally in the position 
of saying to onc firm, "You are justificd in spending 
$10,000 in advertising, but in my opinion you are not 
juUSbiticd in spendine 915,000." It strikes us that ‘it 

is unsound and anomalous that thc Commissioncr of Income 
Tax should be in the position of saying to one industry 
after another, "My opinion is that you are not cntitled 

_ -tO..spend more than a certain amount on advertising." 

How can the Commissioncr of Income Tax properly decide 
whether it pays a certain industry to spend a certain 
amount on Beretisinae 

THE CHAIRMAN: Arc there many items of that chara- 
eter that go into the cxpense account? 

MR. MACDONNELL: Yos, under Scction 6 (a) of the 
Dominion Income War Tax Act. The question of what is 
rentel, for instanas, and what must neccssarily be spent 
in earning the income of a firm is a vory important thing. 
‘Our membcrs attach grcat importancs to it, and we have 
quite a number of points up at present with the Commissioner, 
As I say, it is in e very chaotic state at present. You 
never know what you are going to get. 

COMMISSIONER ANGUS: Would it require a very com= 
phicated change in the legislation to dcfine in advance 
what it should cover in cach case? 

MR. MACDONNELL: It would be very difficult, Mr. Com- 
missioner, but wo think more could be donc in the way of 
laying down regulations and publishing them. 

COMMISSIONER MecKAY: Whethcr statutory or simply 
administrative regulations, they should be published? 


MR. MACDONNELL: Exactly. We rofer to that later on, 
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the desirability of having all regulations published. At 
present in a great many jurisdictions certain regulations 
are published and the taxpayer thinks that he knows the 
whole story, but then he finds that there are other depart- 
mental regulations which have not been published. ie 
aeélL with that later on. 

Next in our Brief we deal with duplication and 
overlapping: 

DUPLICATION aND OVERLAPPING 


“ 1. A striking example of duplication is the 


variance in methods of determining the amount 

of the taxable capital in Ontario and Quebec. 
Until recently the Ontario method was to alloce*ie 
taxable capital on the basis of the proportion 
of Ontario sales to total sales. In Quebec, 

the total paid-up capital is taxable, subject 

to quite arbitrary reduction by order in council 
in the case of companies with head offices 
outside and doing business in Quebec and of 
companies with nead offices in, but having the 
greater part of their assets outsiue, Quebec. 

It is inevitable that such divergent methods 
of applying this tax should produce anomalies 
and hardship and there are cases of companies 
operating in the two provinces being taxed on 
150 per cent-tc'\ L8G per cent of thelr capital. 

2. The method of allocation of taxable 
capital in Ontario, noted above, which was 
employed prior to 1936, whereby only actual 
Ontario sales and sales in jurisdictions where 
the ean had no office and paid no tax were 
considered as Ontario sales for the p.rpose of 


such allocation, has now been changed so that 
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“Ontario now levies on the total taxable income 
and capital of companies with head offices in 
Ontario, subject to deduction only of the taxes 
actually paid in other jurisdictions, up to but 
not in excess of the amount thereof calculated 
at the Ontario rates. this ruling means that 
if 5S per cent income tax has been paid in, for 
example, Manitoba, Saskatchewan and alberta, 
and the Ontario: income tax rate is 1 per cent, 
WOdon, Lois ,w.ot course, only) 1/5.of-tie eo8 
actually paid in such other jurisdictions is 
ellowable in Ontario as a deduction from Ontario 
tax. 

5. in the Province of Quebec no allowance 
is mace for that portion of capital which may 
have been invested by the taxpaying company 
in other companies doing business in that pro- 
vince. Thus, the capital of the taxpaying 
company is taxed twice, onee in the hands of 
the company making the investment and again 
as part of the capital of the company in which 
it.is invested. 

In Ontario, on the other hand, an ellowance 

is made for capital reinvested outside the busi- 
ness." 


CHAIRMAN: Going back for a moment to 4 and 3, 


fr, Macdonnell, have you any suggestions as to how that 


matter could be most conveniently and economically and 


satisfactorily dealt with from the standpoint of the 


government 


and the manufacturer, to ensure that the gov- 


ernment would receive the desired amount of taxes and so 


that the manufacturer would have some certainty as to what 


was payable? 


MR. 


MACDONNELL: Our recommendation Number 4, on 
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page 8 ceals with that. It reads: 
"That, if taxes on capital are to be imposed, 
the various provinces doing so should stand- 
ardize and coordinate their systems so that 
only one annual return, one collection agency 
and one audit wi:l be required, the division 
between the provinces being made on a uni- 
form basis of the sales actually made in each 
jurisdiction.” 

There should be only one collection agency, one audit, ana 

one annual return. I continue: 
“In Quebec, all dividends from investments are 
taxable in the hands of a company whose head 
office is in that province. ‘hus, it woulda 
result that profits of two separate companies 
operating in wuebec may be taxcd twice, once in 
the hands of the earning company and a second 
time as dividends in the hands of the investing 
company. 

In most other provinces, where revefue is 
subject to tax, dividends received by a company 
are not taxable in cases where the profits of 
the disbursing company have already been taxed 
in the same province, so that i” may be said 
that there is equitable taxation in this respect, 
at least, within these provinces. 

On the other hand, however, in each province 
where a revenue or income tax is imposed, 
Gividends received by taxpaying companies from 
companies operating in provinces other than that 
in which the recipient company is domiciled, 
are taxable in the hands of the recipient com- 
pany in spite of the fact that the profits 


out of which the dividends were paid have already 
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"been taxed in the province or provinces in 
which such dividends were earned. 

S. Reference has been made above to the 
fact that in all provinces where revenue taxes 
were imposed, with the exception of Manitoba, 
income tax paid to the Dominion government 
is not rogardcd as a deduction from income 
for provincial revenue or income tax purposes. 

Discrimination 

Numerous cxamples could be cited where 
taxing statutes create inequality and dis- 
crimination as between one group of manu- 
facturers and another. Especially marked in 
this regard is the tendency which seems to be 
increasing on the part of some provinces to 
discriminate against companies having their 
head offices outside the taxing province or 
against domestic companics, partnerships or 
individuals importing goods from outside 
jurisdictions for salc within the taxing pro- 
Vince, 

As axample of this is the 1936 amendment 
to The Corporations Tax Act of New Brunswick, 
which imposes a tax on gross retail sales mads 
by the two classes of traders referred to 
above. ‘his, it is submitted, is tantamount 
to the’ creation of a sprovincial tariff and is @ 
violation of the spirit, and indecd, the lotter 
of Section 121 of the British North America 
Act, which provides that articles of the growth, 
produce or manufacture of any one of the pro- 
vinees shall bo admitted frec into cach 


of the other provinces." 
(Page 2335 follows) 
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THe CHAIRMAN: Whereabouts in your schedule are the 
terms of the New Brunswick Act given? You raise an import- 
ant point there, and while we are on it jw2: might look 
at the schedule to see what the provision is, 

MR, MACDODNSLL; It is the 1936 amendment to the 
Corporation Tax Act, I am afraid that particular amendment 
is not specifically noted here, The amendment empowered 
the Lieutenant Governor in Council to impose a tax on the 
gross retail sales in the case of companies with head 
offices outside the province selling goods inside, and in 
the case of companies, partnerships or firms inside the 
province selling goods manufactured outside and imported 
for sale in New Brunavick, 

THE CHAIRMAN: Imported in the sense of being brought 
from another part of Canada? 

MR, MACDONNEL: Yes, 

THE CHAIRMAN: A tax that does not apply to any 
other merchants in that same line of business? 

MR, MACDONNELL: That is it,eexactly, 

THE CHAIRMAN: Has its legality been challenged? 

MR, MACDONNELL: It has been challenged, but it haz 
not reached the courts yet, 

THE CHAIRMAN: Of course, if that could be generally 
applicd it might be made extremely difficult for a 
business with its head office outside the province to 
carry on business in the province, 

MR. MACDONNELL: Yes, 

THE CHAIRMAN: That is not the only illustration, 
New Brunswick is not the only province that has a special 
tax, 

MR, :ACDONNEIT: No, it is not. This is perhaps the 
most striking case, but the same thing occurs in other 


provinces. 
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THe CHATRMAN: That would bs just as cffsctive as 
& Tarirr, 

MR, M&CDONNELL: Ycs, 

THE CHAIRMAN; If that principle were applicd and 
exteadcd it would hav: thc same cffect as a tariff as between 
the provinces, 

MR, MACDONNE: L: I think, undoubtcdly, 

THE CHAIRMAN: In that tha tax discr {4Minatcs against 
a corporation whosc head office is outsidc thc provincc to 
the same extent as if thcy had to pay a duty to cntir their 
goods into the province. 

Mr, MACDONNELL: Yes, 

THE CHAIRMAN: It would be just the samc, 


MR, MACDONNELL: Yes. 


THE CHAIRMAN: You say it has not rcachca thc courts 
ysot? 
| MR, MACDONNELL: No, it is not in the courts yct, As 
a mattcr of fact, it was passed in 1936, but was not 
proclaimcd until a month or two ago, 

I continue with the bricf,. 

"Again, an Ontario company, which usually docs 
its sclling in Ncw Brunswick throug a Montrcal whole- 
sale housc, was rceqguircd to pay a corporation tax and 
filing fcc of $105 in New Brunswick because it 
happened to makc a $200 salc through a §t John 
commission agent. If othcr provinecs followcd this 
example, it is obvious that intcr-provincial tradc 
would be scriously restrictcd, 

Another spceics of discriminatory tax is that 
imposcd on a particular type of busincss in such a 
way as to penalize those cngaged in such business in 
comparison with eompctitors locatcd outside the 


jurisdiction and making salcs within the province in 
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qucStion, and with domcstic companics markcting 
compstitiv«: products. 

Exampilcs of this typc of discriminatory tax 
arc: ! 

dev  BViGish .Columbia.imposcs a tax on fucl 
OL, DU coal, ja compctitive,product, remains 
untaxc 6, 

ao Gallonage tax on rotail salcs of gasoline 
ranges in the various provinces from 6 cents to 
LOvconts pcr, gallon and reprcescnts. an addition to 
econsumcrs priecs of upwards of 130 por cent, 

Thais peetaki tax, ievied solely ;on:onc commod-= 
ity, was introduced and justificd upon the theory 
that the cost of construction and maintcnancce of 
provincial highways should be paid by thosc using 
themy otnpracticec, however), iti has becn found that 
a Largo portion of this revcnuc has bocn diverted 
to’ pay for’ other governmental) activitics’ or scrviecs 
of no particular benefit’ to the motoring public, 

oOo.) The Method, retorred( to above, of applying 
the Ontario’ tax on the income’ and. espital of 
corporations gives ¢xtra=-Ontario companics doing 
business thercin 2 decided advantage over Ontario 
gompianics bocrusc the extre-Ontario companics are 
taxcd solcly on the bisis of the proportion of 
Ontario sales to total sales, whereas’ the Ontario 
companies arc taxcd on their total incomc and eapit- 
al! subjcet to The very Limited deduction described," 

THE CHAIRMAN: I think one might assume that the 
#105 to which you refer was more than the profit on the 
¢290° sale. 

MR, MACDONNELL: Yes. The Ontario companies are 
allowed to deduct the actual tax they yay in other 


jurisdictions provided they are not more than they would 
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be at the Ontario rate. 

THE CHAIRMAN: You say Ontario is going to the other 
extreme, She is imposing heavier burdens on her own 
corporations than she is on those who are doing business 
with head offices outside Ontario? 

MR, MACDONNELL: In that case, exactly. 

THE CHAIRMAN: Have you anywhere in the brief 
listed the other illustrations of provinces by this system 
of taxation discriminating against any Canadian company 
doing business in the province. You speak of their 
being @ number, but you give one illustration here, Have 
you anywhere the different illustrations listed? 

MR, MACDONNELL: I am afraid we have not listed the 
illustrations in this brief, but we can supply them, 

THE CHAIRMAN: We shall be very glad to have them: 
otherwise New Brunswick might feel it was being picked 
out aS a Special example. We know there are other 
provinces where the same situation applies -- perhsps 
not in the extreme form we have here, but the same principle 
is bcing applied in regard to taxation, 

MR, MACDONNELL: Yes. We shall be glad to do thai 

COMMISSIONNER ANGUS: Do you think the purpose of this 
discrimination is to do something equivalent to 
protective tariff; that is to say, try to alter the 
location of industry; or that it is an attempt by the 
province to get a sort of equity between themsclves as 
to which provinces has thc right to tax the profits of 
a company whose head officc is in one of them? [n 
some of the western provinecs there has bccn the 
complaint that the castcrn provinecs gct revenue that 
in equity belongs to the westcrn provinces, because they 
arc able to tax the head office, 

MR. MACDONNELL: I think that certainly <ntcrs into 


it. In thc New Brunswick case I think there is not much 
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doubt that thc point thcrc was to help the local pcople 
against Some bi~.outsidc corporations who had cstablishca 
Sclling organizations in the province, I think 
undoubtedly the prcssure thcrc came from the local 
retail intercsts, 

COMMISSIONER Ancus: Is it not a question of working 
out some mcthod of distributing the revenue between the 
province s? 

MR, MACDONNELE: Yes, I agrce, 

THE CHAIRMAN: Perhaps it comcs up latcr. 
Commissioncr Angus raises a point which was raised in the 
brief of one of the western provinces in rcgard to 
corporation taxcs, It was suggcsted that it might be 
bctter if the corporation tax were collected by one 
central authority and some principle of distribution 

applied, 

MR, MACDONNELL: Yes, We make that proposal 
definitely with regard to income tax. fThat is one of 
our rccommendations. Thc ncxt heading reads as follows; 

THE DELEGATION OF LEGISLATIVE POWER TO 
GOVERNMENT OFFICIALS 

"Refcrsnec has alrcady been made to the 
great numbcr and varicty of statutes in Canada 
affecting the tax burdcn upon manufacturing 
coneerns, It has bcecn pointed out that there 
exists no fewer than 245 taxing and liccnsing 
statutcs and 943 amendments thcreof affecting 
Canadian industry. But even this is not the 
whole story. A very large number of these 245 
statutes give to the Govcrnor Gcneral in Council, 
a Lisutenant Governor in Council or a Minister, 
such wide powcr to make regulations, fix feces 
and the likc, es to amount to a delegation of the 


right to legislate. 
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This Association, of coursc, apprceiatcs the 
fact that it would bc difficult or impossiblc to 
framc certain taxation statutes without dclegating 
at least some legislative powers to governmcntal 
officials. But it suggests with respect that the 
custom of dclega ing such powcrs can be abused and 
in fact has been, and is incrcasingly being, 
abused in Canada. Whcn so abused it is onc of the 
prime causes of the present lack of certainty, 
uniformity, cquality and finilaivuy in the system 
of tixation governing Canadian industry. 

The objcections to the dclegation by the 
legisleture of powers, which rightfully belong to 
it, to 2 eabinet, a minister or an official whosc 
functions are executive rathcr than legislative, 
are too well-known to need much comment herc; they 
have been diseusscd 2t length by several recent 
authorities iumong whom is Lord Hewart, the 
present Lord Chicf Justicc of England, But 1 few 
points miy perhaps be emphivziszs2. In England 
stetutory rules and orders ire published innually 
according to a Systematic plin. Wot only is there 
no such annual publication in Cinada, in which 
regulations are made available to the taxpayer in 
convenicnt form, but in many cases the regulations 
Are nov printed in any form at S11. Da one oase, 
for instance, 2 provincial treasury dcpeartment 
publishcs 13 pages of regulations with respcet to 
A particular tax and then procecds to mke depart- 
ment21 rulings which modify thesc publishcd regul- 
ations but are themsclvcs unpublishcd. It is 
submitted thrt the frilure to publish regulations 
and orders in rerdily ivailiblec form undcrmines the 


respect for law, takes away from the taxpayer his 
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aseurcnec|OLicquality of trestncnt. ind makcs it 
difficult for Kim to icabeulatc in 2dvonec.the tax= 
ation to which hc may bs liablc," 

THE CHAIRMAN: There jis, .0of course, 2 iclear 
distinction bctwcen regulations and rulings, \lthough 
rulings miy have the cffcoct of intcrpreting or perhaps 
modifying thc regulations, You mcan that there are many 
rcgulations cxisting which arc pure regulations, and which 
arc not published at all? 

MR, MACDONNELL:: Yes, that is truc in Some 
jurisdictions, But gencrilly speaking I think it is 
fair to say that in the case of most of the r.gulitions, 
a6 a2 rule they are nob complete and; as I say; they do 
not includs various departmental rulings which modify the 
published regulations, i 

THE CHAIRMAN: In othcr jurisdictions, is it the 
custom to publish dep2irtment2:1 rulings? 

MR, MACDONNELL: Definitely, sir, yes; in the United 
States, for cxample. 

THE CHAIRMAN: To illustratc, a firm cpplies for a 
ruling in respect of some matter of importance under a 
regulation, and a ruling is made for the firm or Against 
the firm, as the eisc my be. Anothcr firm, finding itsclif 
in the same situation, but not knowing of this decision, 
makes an application raising the same point. You say 
there is no scttled practice thit governs it, or that the 
firms have no knowlcdge of the practice established by 
thesc rulings, 

MR. MACDONNELL: In some jurisdictions somc attcmpt 
has been mode, The Dominion docs, from time to timc, 
publish some rulings in the 1} tional retenue Journal 
which comes out, I think, once 1 month, The Dominion his 
been making some effort to do that, I belicve; but other 


jurisdictions do not. Even in the ease of the Dominion 
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our view is the publication of rulings has not gone 
far enough, and that the British and American practice 
goés much farther and is, in cur opinion, sounder, 

THE CHATRMAN: When I was at the Bar I heard complaints 
made frequently that in regard to important matters 
affecting taxation rulings were made and other parties 
in a similar situation had no knowledge of them and 
because of that they had paid an amount which they should 
not have paid if they had knowledge of the ruling. 

It would appear to be essential to equitable treatmemt 
of all concerned that important rulings which do 
interpret regulations vhould be made available to all 
who are subject to the regulations so that all would be 
treated alike. 

MR. MACDONNELL: That is cur point exactly, Mr. 


Chairman. I continue with the brief: 


" There is a growing tendency in Canada for 
parliament or the legislature to pass acts 
expressing its intention in general terms and 
leaving to a government department the manner of 
carrying out that intention. A common clause 
found in taxation statutes is one giving to the 
lieutenant Governor in Council power to make 
regulations for the purpose of carrying into 
effect the terms of the act. With respect, we 
feel that such a clause as this confers too 
great a discretion upon the exectuvie and is 
Objectionaiite, We consider equally objectionable 
those clauses that authorize a minister to 
impose a license fee or tax at his discretion, 
or to fix the rate at which the tax or fee is ta 
be levied. 


An example of the first type will be found 
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in section 226 of 'The Motor Vehicle Act" of 
Nova Scotia, which gives the Minister of Highways 
power. subject to the approvel of the Lieutenant 
Governor in Coumcil, to make regulations 
licensing commercial motor vehicles operated 

upon provincial highways," 

THE CHAIRMAN: Just to carry that illustration a 
LivViLe farther, orjat least to.'pub it ina) Little 
more definite form, is your objection to the licensing, 
or is your objection only to the fixing of the fee? 

MR. MACDONNELL: That is what I mean; the power 
to fix the fee is delegated. 

THE CHATRMAN: Well, there is no suggestion that 
the fee is not a uniform fee? 

MR. MACDONNELL: No. 

THE CHAIRMAN: Your suggestion is that it is a 
matter the legislature should itself determine, 

MR. MACDONNELL: Yes, that is it. 

THE CHAIRMAN: The legislature should determine 
what the fee should be and the Minister should be the 
one to administer the act rather than to determine the 
amount of the taxation’ 

MR. MACDONWELL: Yes; as we say later on, the 
execu**-ys and administrative branch ought to be 
allowed to say how the tax is to be collected, but not 
how much is to be collected. 

THE CHAIRMAN: You say parliament or the legislature 
sheuld determine the amount of the tax? 

MR. MACDONNELL: Yes. 

COMMISSIONER MACKAY: From the point of view of 
your association, what airrorenes does it make? 

MR. MACDONNELL: Well, our point here is a general 


one, You mezn, in the case of this particular act? 
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COMMISSIONER MACKAY: What difference does it make 
whether the fee is fixed by the executive authority or 
passed by the legislature? 

MR. MACDONNELL: Cur general point is. that, as 
I heave tried to say, it is for the legislcture to tell 
the taxpayer how much he has to pay, and it sheuld be 


left to the executive the power to make regulations as 


to how it is to be collected. We feel that it is the 
duty of the legislature to fix the amount. That is 
our point. 
COMMISSIONER MACKAY: On general principles? 
MR. MACDONNELL: Yes, that is the idea. The 
brief continues: 
"in exomple of the second is sectien 
& of The Gasoline Tax Lect, 1926, of Nova Scotia, 
which authorizes the Lieutenant Governor in 
Council to fix from time to time the rate, not 
exceeding eight cents a gallon, at which the 
gasoline tax imposed by the Act is to be 
levied. Other exomples of the same type of 
provision will be found in secticn 225 of 
The Motor Vehicle ict of Nova Scotia, section 
11 of the Corporations Tax ict of New Brunswick, 
and sections 3 and 4 of the Provincial Land Tax 
Let or Ontario, 
The finel type of clause delegating 
legislative power to which we wish to refer, 
is’ that to be found im section’ SD of the Corpor> 
etion Tax ict of Quebec, which, with respect 
to capitel and place.of business tax, authorizes 
the Lieutenant Governor in Council to allow 
such reduction of taxes as he may deem just, 
where the company hes its head office outside 


the Province end does husiness within the 
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Province, or has its hecd office in the Province 


but the grecter part of its cts outside the 
Province, or hes its heed office in the Province, 
but does therein only the business of ca holding 
company, Other excmples of this kind of delegation 
Will be found, for instance, in section 16 of 
the Provincicl Revenue (Corporctions) ict and 
section 28 ef the Domestic, Dominion and 
Foreign Corporations ict, of Nove Scotia, in 
section 19 of the Corporations Tex ict of New 
Brunswick, in scoction 1L’c. of the Security Trensfer 
Let of Quebec, in section 4 of the Provinciel 
Lond Tex ict of Ontario, ‘and in section ‘18 of 
fue; Corporatroms “Laxctron Lev or “kiperta © 
tr CEL THEN "Berore: you pess on moy iT ‘osk what is 
Che mature of the provision’ in the Provincial Lands “fax 
BOG Of OR Rar O? 
MR. MACDONNELL: I have not the details of that 
at the moment. Mcy I give you the information on that 
leter? 
THE CHAIRMAN: Quite so. 
MR. MACDONNELL: I.continue with the bricf: 

"But the toxing statute thet has gone furthest 
in the dircction of dclegating legislative powers 
to governmcntal departmcnts is undoubtcdly The 
Licensing of Trades: end) Businesses Let, 1937, of 
filberta. The Act itself provides merely that it 
shell apply, with certain specified exceptions, to 
all trades, businesses, industrics, employments 
and occupations cerried on in the Province of 
Alpcrte, to which the powers of the Legislative 
Lssembly extend. It specifics neither the rate 
nor thc basis upon which license fees cre to be 


enleulated, nor docs it specify thc trades, businesses 
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and industries that must, and those that need not, 
be licensed. Authority is gtven, not even to the 
Lieutenant Governor in Council, but to the Minister 
of Trade and Industry, to provide by order for all 
these things. Even more objectionable is section 

8 of the Act, which provides that in any case in 
which it appears to the Minister that it is 
questionable whether it is in the public interest 
that any application for the issuance or renewal 

of any license in respect of any business in any 
locaiity should be granted, the Minister may, if 

he is satisfied that it is in the public interest 
so to do, refusé such application. It is 
questionable whether it would be possible to find 
another act of a British legislature that goes 

so far in the direction of délegating to an official 
the right to deprive the citizen of his liberties," 

THE CHAIRMAN; Has the legality of that been 
questioned? 

MR, MACDONNELL: It has been questioned, Mr. 
Chairman, but so far as I know there is no actual litigation 
in progress, 

THE CHAIRMAN: The principle is established, as 
you know,in the John Deer Plough Company case that a 
province could not prevent a dominion company from 
carrying on business within the province. 

MR. MACDONNELL: Quite, 

THE CHAIRMAN: If this went to the extent of 
denying a dominion corporation the right to carry on 
business one would wonder whether it could be sustained 
even though it is put in a diserctionary forn, 

MR. MACDONNELL: Yes, 

THE CHAIRMAN: Is it likely to be challenged in the 


courts? 
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MR, MACDONNELL: I have nothing definite on that 
Mr. Chairman, The bricf continues: 

bo The delegation of legislative 3owers by 
parliament or lcgislaturc is particularly objection- 
ablé in'the ficld of taxation, to which the famous 
dictum that it is just as important that the law 
should be known as that it should be just has 
particular application. Whcrc, as in the case of 
section 5a of the Qucbee Corporation Tax Act, the 
powcr to determine what deduction shall be allowed 
for depreciation, in effect to detcrmine what is 
taxable incomc, is vested in the Provincial 
Treasurer, companies have found that there is no 
certainty as to the amount payable by any one tax- 
payer and there is no guarantce of equality as 
between different taxpaycrs. Expcricnee of 
minufacturing companics undcr The Corporations 
Taxation Act of Alberta, where their head office 
or part of their asscts is situatcd outside the 
Provinec, is thet the right given to the 
Lieutenant Governor in Council to grunt adjustments 
is exercised in a purely arbitrary manner. One 
member of the Associction, for instanec, found, 
though nly S&S per’ cent of LtSs ecopital wis 
employed and only 5 per cent of its srlcs were 
made ir Alberta “thet it wes, taxcd as if 45 
per ecnt of its busincss was carricd on in that 
Province, And no 2ppéeal was opcn to it from 
the decision of the official concerned. It is 
submitted that, hovcver far a legislature my 
desirc to go in dclegating to executive or 
departmental authority the powcr to say how a tax 
is to be collectcd, it is mnsound and improper 


to dclegrte the power to siy how much is to be 
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collcctcd, It is not too much to siy thet when 
this litter powcr is d@clegitecd to cxcceutive or 
dcp2artmentil authority, the rcsult is 1 manifest 
violation of the principle of no taxation without 
representation, 
RETROACTIVE TAXATION LEGISLATION 

In recent years there has been noticeable 
on the part of the Dominion and certain of the 
provinces a tendency to amend taxation statutes 
with retroactive effect, This we respectfully 
deprecate, believing it to result almost 
invariably in uncertainty and injustice, A taxing 
statute, for instance, that in 1937 raised the 
rate of taxation on income from 10 per cent to 
15 per cent, and applied the increased rate to 
income earned in 1936, would be obviously unsound. 
It would immeasurably complicate the problems of 
business, <A charge rightfully payable out of 
income earned in 1936 would in practice have to 
be paid out of income earned in 1937. If statutes 
of that kind were generally passed, it would be 
impossib.eé for the business man to budget his 
costs in advance, 

It is not suggested that statutes of the 
kind mentioned in the example cited above have yet 
been passed in Canada. But taxation legislation 
with retroactive effect has on more than one 
occasion been passed, the net result of which has 
been to increasc th: total of taxes payable with 
respect to a year alrcady passcd. Well-known 
examples of this are to be found in recent 
amcndments to the Dominion Income War Tax Act and 
to two Ontario statutes, The Corporations Tax 


Act and the Income Tax Act of Ontario, 1936; 
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dou Income Wer Tse Act. The Dominion statute 
25-24 Gco. V, chip. 14, which was asscntcd to on 
March 30th,, 1933, ond which amcndcd the Income 
War Tax Act, provided in its section 10 that 
"It is hereby deciared and cnacted that the 
provisions of the Income War Tax Act shall be read 
and construed 28 i:? the amendments enactcd by 
secticns onc, two and three of this Act had been 
contained therein since the fifteenth day of June, 
1926, and the said Income War Tax Act as amended 
shali apply to the income of the 1925 tixation 
period end) fiscal periods ending in.1925 and ail 
subsequent periods. Scctions four, five, six 2nd 
seven of this Act shall xpply to the income of the 
1932 tixation period and fiseal periods ending in 
1932 and all subscquent periods. Section cight 
shall apply to the income of the 1917 taxation 
period and fiscal periods ending therein and all 
subsequent pcriods,” Section 8, to which reference 
is made in this last sentence, substituted a new 
scetionm 55 in the original Act reading, "Notwith- 
standing any prior isscssment, or if no assessment 
has been mide, the taxpayer shall continue to be 
liable for any tax and to be rssessed therefor and 
the Minister may at sny timc asscss, reassess or 
make additionil asscssment upon any person for tax, 
intercst and ponaltics," 
THE CHATRMAN: Do the sections of the Income war 
Tax Act, 1933, to which you refer, increase the tax, or 
arethey matters of administration? I refer to the section 
which says: "It is hereby declared and enacted that the 
provisions of the income War Tax Act shall be read and 


construed as if the amendments enacted by sections one, 
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two and three of this Act had been contained therein since 
the fifteenth day of June, 1926," 
MR. MACDONNELL: Some of them provide for increases, 
others are administrative, 
THE CHAIRMAN: I can understand an administrative 
statute being retroactive, Whether it is sound or 
unsound I express no opinion, But I would be surprised 
to find an Act passed in 1933 made retroscuve to 1926, if 
it actually increased the amount of taxation which should 
be paid by the persons taxed from 1926 on, 
MR, MACDONNELL: May I put in... memorandum in that 
regard, Mr, Chairman? 
THE CHAIRMAN: Yes, if it touches that point, 
MR, MACDONNELL: Yes, I continue with the brief; 
"Retroactive provisions somewhat similar in 
effect will be found in the statutcs 24~25 Geo. V, 
chap. 55, 25-26 Goo, ¥V, chap. 40, and 1 Edward VIII. 
chap, 38, all of which amendcd the Dominion Income 
War fax Act, The first amending statute mentioned 
was assented to on July 3rd., 1934, but some of its 
sections were mads applicable to income of the 1933 
taxation period and fiscal periods cnding therein. 
The sccond cxample mcntioned was assentcd to on 
June 28th, 1935, but some of its scctions were 
made applicable to income of the 1934 taxation 
period and fiscal pcriods cnding tOenein. 2rd ONG 
section was to comc into forec on January lst, 1935. 
The third statutc mcntioned was assentcd to on June 
235rd., 1936, Ccrtain scetions, however, were made 
applicable to income of thc year 1955 and fiscal 
periods cnding therein; ccrtain others to income 
and gifts of the ycar 1936 and fiscal periods 
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@. Thc Corporations Tax Act. The Corporations 
Tax Amcndmcnt Act, 1935, of Ontario was assented 
Goren April isth., 1935,.and took cffect from 
January ist., 1935. Thc new scetion 3 addcd to the 
original Act by ehas amending statute statcd that 
companie¢S having thcir head office or other offices 
in Ontario or holding asscts in Ontario shoulda 
be taxable where the original Act had simply made 
liable companies tran 3acting business in Ontario 
under their own names or through an agent or 
otherwise.” 

THE CHAIRMAN; Docs the Ontario Act to which you 
refer apply only to the taxation period of the year 1935 
to date? 

MR. MACDONNELL; It took cffcet from the lst, 
January, 1935, yes. 

THE CHAIRMAN: It was passed in April, Whether it 
is good legislation or not, I think it is a very common 
practice in taxation statutes, where they impose an 
additional tax, to make it apply to the current year in 
which the legislation is passed. In that case it did 
not go back; it applied only to the year in which taxation 
was passed, 

MR. MACDONNELL: Yes, that is true, The point about 
that is in the next sentence, which reads as follows: 

"The new section 3 added to the original 
act by this smending statute stated that companies 
having their head office or “ther offices in 
Ontario or holding assets in Ontario should be 
taxable where the original act had simply made 
liable companies transacting business in Ontario 
under their own names or through an agent or 


otherwise. 
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THE CHAIRM NN: That would not be the retroactive 
complaint. They were enlarging the scope of the act by 
bringing new companies under it. 

MR. MACDONNELL: Yes, I continue with the brief, 

"Other cxamples of rctroactive taxation 
legislation in Ontario will be found in The 
Corporations Tax Amendment Act, 1937, which was 
assented to on March 8th,, 1937, and in part 
was made applicable to all fiscal years ending 
in 1935 and in part to fiscal years cnding 
in 1936 and in The Income Tax Amendment Act, 1937, 
which was assented to on March 8th., 1937, but was 
stated to affect, in some of its amendments, 
income for the year 1935 and, in some other of its 
amendments, inco::: for the year 1936." 

THE CHAIRMAN: When you pressnt your memorandum 
with reference to the group of sections enumcratcd would 
you give us a reference to the acts and sections where 
you say taxation was inercased and made retroactive, 

MR, MACDONNELL: Yes, 

THE CHAIRMAN; I think there is an important 
difference between an administrative change that enablcs 
a government to administer a law more effectively and the 
imposition of a new tax and the making of it retroactive, 

MR. MACDONNELL: Ycs, 

THE CHAIRMAN: I should like to sec the refercn és with 
regard to that, 

MR, MACDONNELL: Yeory woll, ~y Lord, I continue wi th 
the brief: 

ABUSE OF PROVINCIAL LICENSING POWER, 
"There is a growing tendency on the part of 
the provinces, in their quest for new revenue, so to 
increase the liccnse fees charged under licensing 


statutes that they become substantial, and in some 
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that they become substantial, and in somc e1scs 
even onerous, taxes, This, it is submitted, is 
objectionatle, A liccnsing stitute should, we 
submit, be regulatory and not revenuc-pro ducing; 
in othcr words, the charge made for the license 
Should be nominal in 2mcunt and merely sufficient 
to defray the cost of administration," 

THE CHAIRMAN: Arce you against the provision of the 
B.N.A, Act which deals with that? Section 92 -= TI have 
forgotten thc sub-scction ~- deils with licenses issucd 
by the provinces, I think it expressly states they are 
for the raising of revenue, 

MR, MaCDONNELL: Yes, that is so, Mr. Chairman, 

I have that in mind, That wis one of thc sources of 
revenue available to the provinces, We may have stressed 
it too much, but our point is thit it has gone even 
farther than was contemplatcd in 1857, I believe some 
of the sxamples we give support that contention, 
The brief continues: 
"Two objcetions, ameng othcrs, may be made to 
the practice of departing from this principle, 
and secking to raisc substantial revenue by 
means cof license fecs, In the first place, it 
tends to discourags the cstablishment of new 
enterprises from which, if thcy were established, 
grcater revenue would be likely to be sccured 
in thc ordinary coursc than is rcalized from the 
high iicense fees," 
EF admit that is controversial, 

COMMISSIONER SIROIS: You admit that that might be 
controversial? 

MR, MACDONNELL; Yes, the point about the imposition 


of a license fee discouraging the starting of new industries 
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It seems to me there are cases where it might be ar gued 
that way. 

COMMISSIONER SIROIS: You say it is ultra vires, 

MR, MACDONNELL: The second part. 

COMMISSIONER SIROIS: That is going pretty far, 

MR, MACDONNELL: I ¢.a thinking of certain Privy 
Council decisions, one, at least, an Alberta case, where 
my understanding of the judgment is that if the license 

fee had been so small that there was no reason to Suppose 
the person on whom it was actually imposed by the 
statute would pass it on, it would come within the 
category of direct legislation, But our suggestion here 
is that where these so-called license fees become so 
large it can hardly be maintained that the persons on 
whom such large fees are imposed by the statute will not 
pass them on, 

THE CHATRMAN: The section of the B.N.A, Act that 
I had in mind was sub-section 9 of section 92 which statcs 
the provinces have the right to enact legislation with 
respect to: "Shop, saloon, tavern, auctioneer and other 
licenses in ordcr to the raising of a revenue for 
provincial, local or municipal purposes," Your point, I 
take it is this: If the amount of the licsnee fee is 
Such that there can be no reasonable provability of the 
licensee paying it: that he must, from the nature of the 
fee, pass it on to his customers, then you contend it ceases 
to fall within that section and is ultra vires, as it ia 
indirect taxation? 

MR, MACDONNELI: That is our point, Mr. Chairman, 

THE CHAIRMAN; If you have the reference to that 
British Columbia case to which you referred a moment ago 
you might give it to us, 


MR. MACDONNELL: Yes, I will, It is a bottler's case, 
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THE CHilRM.N; I beg your pardon. 
MR. M.wCDONNELL: What was involvcd was a liccnee 
f¥ce on bottlcrs, Thc bricf continues: 

"Tn the second place, it is submitted that 
when liccnse feces arc made as high as in some of 
the cascs cited hcercundcr, the legislation 
imposing them is ultra vircs of the provinecs 
as imposing what rmounts to an indirect tax -- 
indirect because there cannot be said to be any 
expectation that such large amounts will actually 
be paid by the industrics which arc expressly 
stated to be liable to piy them, 

Some examples arc as follows: 

Pepe a UC OL Page et Goh. Ot ABC rta. 
requiving the payment by refincrics of a so-called 
liccnsc fce ranging from $100 to $10,000 nccording 
to the refining capacity. 

29 The Gasoline S2lcs ict of New Brunswick, 
rcquiring the pryment by wholesnlers of 2 so-cxrlled 
liccnse fvc ranging from $100 to $2,000 according 
to the g2llonage sold, 

3, The Gasoline Licensing act, 1934, of Nova 
Scotia, requiring the piyment of a linense fee 
ranging from $250 to $7,500 according to the 
gallonage sold, 

4, Orders mide under The Licensing of Trades 
and Businesses ..ct, 1937, of Alberta require the 
payment of the following so-callcd license fcess 

(ai flour milling -- from $5 to $1,000, 
according to the capacity of each plant, 

(b) meat packing »> from $5 to $1,000, according 
to the gross sales of the previous year, 

This brings us to 2 point thrt perhaps is 


not directly relevant here, but which none the less 


! ae ig : dick 
ayy 
fai 1 Ai 


. ik 


7 thin a 
t: ii ay ¢ Hens re aaivk ; 


at Ne he RA OO Miah peor mee 
peste » abe 3 ae no i ae, eth | 
Wakdeerog 1 te aon Pao. veto st eben a qk i \ 
iy aftmoeee 000, an of, “oOkt woe lacie tn fia , te 
oe | iN BCE auhnst 
| totes, wor, to. On, Bele, ott : id 
holt. Prod | f te. a" tin’ aokaatir’ ud inonyrg: att ; 
ahi trover 200 see oe, b9k, ment ast, i 
ee a _pbhoe 28 Mine fu 
i. i ashe: tw: aakangoet sagen a why oa 
(pet semeptt c eRe oii nag aaneDe, re a 
‘ont, os anehetogie ane. ah at ORS 6a, antes, 
en a hbo ba lnle 
| gobi ‘to _peiname od? tahoe bein. erybao | iat 
“eee oeiapa's, fatto g te PERE ofp. S apuasd 
sumed dastobel, ak tion oe atin hot. ae Lo, Taare 
OOD et, Mmm = ght te, pore vy ieee 
athe ein te tor gto ents ot aneBE GOED Wea 
guttreer «Om ekt ot a. wm os artiaeg ofa 48) ay 
| gaaten anepverg odd ts ‘aetee.eong bed ON ia) “oe 
ene sega 86 a8 SOK. i, Git Be AORN RT m 
perares Hoban. dug ot iaewatoe witown fon 


i) yt f af oa 
. yo : ed > ‘ F i ALA y y A 
AP aruAali ae AF : ri eye : oF a PL Boat 
ee ee ee fn wa eee me Ae Ow ARAL Nie ae T 


This 
7 See et ey at 


2356, 


dcscrves attcntion, 41s hes just becn said the 
provinecs in their qucst for revenue have uscd the 
licensing powcr grentcd thcm by scetion 92 of the 
British North .smcric>s .ct 2s 2 taxing power anda 
under the guise of liccnscs have in fict imposed 
taxation which lciding constitutional authoritics 
agree in regirdine at“ndircet and unconstitution:l, 

It may be said thet thc propcr remedy against 
statutes which arc regarded 2s unconstitutioml 

on this, or on other grounds, is to be had by 
recourse to the courts, But in practice this remedy 
has proved inadequate, so far 1s taxation 

statutes are concerned. It has been the cxpericnec 
of members of this Association on morc than one 
occasion that 2 suvcesfua attack on the constitution- 
ality of 2 taxation stitute is immediately followad by 
new legislation imposing cxactly the same tax, but 
in slightly different form, Therefore, unless the 
taxpayer is willing to go to the courts over “nd 
over again, he is in exactly the same position 418s 
before in spite of his substantirzal cxpenditure of 
time and money. Our submission is that it is no 
justification for the pzssing by the provinces of 
taxing legislation of doubtful validity, to sy 

that industrial taxpayers have their rcomedy in the 
courts," 

COMMISSIONER ANGUS: Is this your argument: The 
provinces should hive wider taxation powers than t present 
so that they would not have to resort to this system of 
taxation, 

MR. MiCDONNELL: That is not the solution we would 
pro pose, 


COMMISSIONER iNGUS: Or thet they should be forced 
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to cut down cxpcnditures, 
MR, M.CDONNELL: Yes, wc would certrinly go for 


the scecond rather than for the first, 


(Page 2360 follows) 
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THa CHAIRMAN: It would be quite clear, I should think, 
that the province could not impose a licence fee which in 
effect would ve giving them the power of indirect taxation. 

| WR. MACDONNELL: That is so. 

THE CHAIRMAN: Because that would be contrary to the 
provisions of the Act. The question is, where does the 
licence féeé énd and where does indirect taxation begin? 

I should not think it would be always easy to decide 
that. 

MR. MACDONNELL: We realize that, lir. Chairman. 

The next section reads: 
"Absence of Finality in Settlement of Tax Liability. 

It goes without saying that for sound accounting 
and business reasons taxpayers attach the greatest 
importance to finality in the matter of payment of 
taxes. In this regard, the present system leaves 
much to be desired in that many of our taxation 
acts contain provisions) similar,.to section 55 a@ the 
Dominion Income War Tax Act to which reference has 
already been made: 

'Notwithstanding any »~rior assessment, or if no 
assessment has been made, the taxpayer shall continu 
to be liable for any tax and be assessed therefor, 
and the Minister may at any time assess, Yre-assess 
crmake additional assessments upon any person for 
taxes, interest and penalties.' 

THE CHAIRMAN: These provisions with respect to 
finality are, I believe, in most of our income tax acts. 

Are there similar provisions in other countries in their 
income and corporation tax systems, or have we developed 
this as a specialty in our own Canadian taxation laws? 


MR. MACONNELL: I believe that we have gone much 
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further than they have in England, for example. Reference 
is made later on to the way in which they manage this 
sort of thing in England. As regards the United State ;:, 
I am not quite sure, but I believe that we have gone 
further than even they have gone. We are not attemptnng, 
however, to put this forward. as peculiar to Canada. 

THE CHAIRMAN: What occurred to me was this. ir 
other countries have found these provisions necessary -- 
I do not know whether they have or not -- if 
other governments have had to resort to such legislative 
provisions, then there would seem to be some justification. 
If on the other hand the method does not prevail in 
any other jurisdiction, Canadian business might argue 
that there is no sound reason why the principle should 
be, applied: to it. 

MR. MACDONNELL: Later on we describe the procedure 
in England: 

" This means that no finality exists in the 
matter of settlement of tax liability. Examples 
of this lack of finality ares: 

ie, 2WO, OF threes) years or wore after. a, return 
has been filed in good faith it is possible for 
@ government auditor to find that a mistake has 
been made in the return and ther eupon.:interest 
and penalties become payable. 

2. A delay of perhaps three years in the 
government's audit which, be it noted, is 
entirely a matter of the administrative practice 
of the taxing authority, will increase appreciably 
the amount of the interest and penalties payable 
by the taxpayer. In these circumstances, it seenis 


less than fair to penalize the taxpayer by 
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" Chareing interest up to-the time it’ suite 

the government to complete its audit. It goes 
without saying that no interést is paid by the 
government on any over-payment of tax which may be 
disclosed. 

As a result, the view is strongly and unan- 
imously held by Canadian industrialists that tk 
present system of government auditing should be 
radically overhauled with a view to removing 
inequities of the kind described in the two 
preceding examples and providing, in the absence 
of fraud, for some measure of finality so far as 
she taxpayer's liability is concerned." 

THE CHAIRMAN. From the administrative point of 
view, what provision should there be in an Act dealing 
wlsh the situation in the case of fraud? How could the 
governmcit discover the fraud unless it made an investi- 
eabson vor tae Dpeooks, accounts and so on? Would 1% not 
be Necessary -in eny legislation to have a provision 
that settlement at least should not prevent the government 
from making that complete investigation and going back 
as. far as they saw fit? Otherwise the gover*ment would 
in all human probability be unable to establish fraud. 
They could not do so unless they were able to check the 
books. 

MR. MACDONNELL: There is obviously a difficulty 
there. All I can say is that in Bngland they have fourm 
in practise that if they give a final settlement the loss 
of revenue from fraud and so on is not sufficient to off- 
set the saving in expense to the government and the 
s8ving, of course, in expense and annoyance to taxpayers. 

THE CHAIRMAN: How do they deal with cases of fraud 


in Great Britain? I assume they can open up any taxation 
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in establishing fraud. 
MR. MACDONNELL: Yes. 
THH CHAIRMAN: Zt must be so, 
MR. MACDONNELL: Oh yes. 
THH CHAIRMAN; Are there any administrative pro- 
visions in the English taxation statutes that permit 
the government to investigate the books and accounts of 
the person with respect to whom they claim that there 
has been fraud in a tax return? 
MR. MACDONNELL: There are such provisions, yes. 
THE CHAIRMAN: Your representation, then, would na 
go to the extent of réeconmending that there should not 
be administrative .rovisibns that would enable the 
government tO investigate the books and accounts of any 
firm if they had reason to suspect fraud? 
MR. MACDONNELL. Quite so. 
THH CHAIRMAN: There should be complete investigation; 
but if the investigation did not disclose actual fraud 
but only errors there would be no recovery? 
MR. MACDONNELL2 That is the »racvise, I understam. 
" In this connection, we are advised that in Great 
Britain (in the case of nearly all except the very 
small firms) government inspectors settle the 
amount of the Ligbilaty with the taxpayer's 
professional accountant, often before the retum is 
filed, and no attempt is made to carry out deta. led 
audits of the bocksror all taxpayers. Thus, 
the final collection ef tex is carried out .more 
promptly and there appears to oe no evidence 
that rcvenue is lost through such vrocedure. If 
there is reason for such a method in Great Britain 


with a single taxing authority, a fortiori, it 


eco Rr nti ee | 
“tone manos octal aS Suptze auth en oo 
| ort eleano es iow sat | oa Reeve ate tanta bas on J 
~~ Xo admogone othe pout out votant i ve pot a f Fai ay 
; hues? + sowyauie ei noes sis Se at i. 
ee edie oa : af 

aia Ogi oq if porte roth, 


y 1 bie Wieeealy 4 
a L . BP pe a 
ie Ua, : Tay 


iMORNeD LT eth! > ) nt i ‘ he : 
Dist a sid bp. nie oy eH Jud) 
Noyer' ees amp eoe, x Ses of, 7 mores vite Jaa 


tt 


, bed oc Peas i ones st nh al? ima ae ‘ 
| ee i dar bubs a = wove «tp ia oan8) saat i ditt H Ae i id sai 
‘ snow vat tqupye iar igiewon to gmap, at si.) Bis bi, } } | wi 
| na sae. arakamiant tana Vege Cis aed he 7 
| | Vette si ciated. tat | ‘pate a bicekl es ¥a! nvaasie | ne Ng 
ei rmayd mat sod mutto inetneyage fess tawoeae i : i ‘ a 
bet pit eB, Suv ace iG 2 ot ibis ek ow i ont be. inte | a 
i ‘ae uae sega ka tse ‘ti atone Pe Me; roa | ANY 
IS SURG be ah 4%) an 4 hag, tw ne.RS Featiion, Laie out ace . hs Ok 4 
} ty sonebive ona d ae hoon ta ane ‘hae. oi ‘ a | i 
re «aM 0%. i alia ies wie Mi geambat ool ue ns 
ae ig 
| ” | y 
| BONE i 8 


2564 


"Should be sound in Canada with ten taxing 
BUTHOTLLIEes. 

Cases are not unknown of assessments being 
arbitrarily reopened and records re-examined fa 
yen and twelve years back. Such procedure is, 
of course, fuliyY justified if there are 
reasonable grounds for suspecting fraud, but 
otherwise it is submitted it is inequitable to 
ingGusteyias it as: expensive and inefficient rrom 
the point of view of administration. 

in this connection, the following excerpt 
from a letter dated the Oth December, 1937, 
from a large company reports an experience which is 
all too common: 

* The work involved in fulfilling the duplicated 
taxation demands of governments today is, in many 
Gaees, Gm operation involving far greater cost to 
the taxpayer than the amount of the tax ultimately 
to be paid. The demands of the provincial govern- 
MeN OL 3. S100 ko OU RIN tale past) year nage Iinvalved, 
in our case, detailed rescarch through the company's 
records back to 1925 inclusive, correspondence to the 
extent of scores of letters, the extra employment 
of auditors, accountants and lawyers. Attempts: 
to settle the matter simply led only to the facing 
of tax payments so excessive as to force the 
above-outlined labour and expense which exceeded, as has 
been said, the amount of the tax ultimately deman- 
ded.' 

THE CHAIRMAN: You say that this is all too common. 
Are you advised that there are numerous cases of this 
character? 


MR. MACDONNELL. Yes, undoubtedly. 
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THE CHAIRMAN: I quite understand that you do not care 
to give the name of the government or of the 
firm. Is there any objection to letting the 
Commission have the name of the firm? 

MR. MACDONNELL: Nonc whatever. 

THE CHAIRMAN: Confidentially. 

MR. MACDONNELL: Yes. 
" Apart from the question of finality, the present 
system involves very great expense both to govern- 
Hients and taxpayers, mich of which is entirely 
unnecessary. Gererally speaking, so far as 
auditing and inspection is concerned, the varias 
taxing authorities run on parallel lines, which 
neVsr meet except when a number of auditors 
{rom Ujgiterent ‘jurisdictions meet in the offices 
of some tax ayer doing business in their various 
Verrivories., One Such) company recently vad seven 
auditors in Lis offices’ at the same time -= one 
dominion and six provincial. It is submitted 
that from the point of view both of efficiency 
and econouy this amounts aliiost to a reductio ad 
absurdum. 

From what has been said it will be clear tha 
the ideal system of taxation from industry's point of 
view would be one providing for the raising of the 
necessary revenue by weans of a minimum number 
of taxes collected by a mininuim number of agencies, 
precLetanly One. 

If it should be found impracticable to make any 
real reduction in the number of taxes presently in- 
posed or in tn number of separate taxing 


authorities, it is respectfully urged that the 
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"following recommendations should be given 
Sympathetic consideration: 

i. That there should be only one income tax 
on all business concerns imposed and collected by 
the dominion, in which the provinces would share on 


a@ uniform basis of sales actually made in each 


provincial jurisdiction as compared with total sales." 


TH# CHAIRMAN: That would be simple work, there 
would be no difficulty in checking the books of the manu- 
facturers and the sales made in each province. 

MR. WACDONNELL: We think not, there would be 
no real difficulty. 

TH CHAIRMAN: You think that if the dominion 
imposed a tax, distributed in accordance with the sales 
made in each province, every province would receive the 
benerit-of“the business done by the corporation in the 
province and that -it would be squitacle to all provinces? 

MR. MACDONNELL. Yes wir. Chairman, we think so. 

"2. In the event of the recommendation stated in 
the preceding paragra. ,n being found impracticable, 
that the dominion and provincial income tax 
system snould be standardized and coordinated so 
that only one annual return, one collection agency 
and one audit is required, each province retaining, 
however, the right to fix its own rate of taxation. 
3. That the amount of income tax paid to the 
dominion should be allOwed as a deduction from 
taxable income for ,~urposes of all provincial 
income taxation or vice versa. 


4%. That; if taxes “On? capital are to be Imposed, 


the various provinces doing so should standardize and 
coordinate their systems so that only one annual return 


one collection agency and one audit will be requ red, 
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"the division bciween the provinces being 
made on a uniform basis of the sales actually made 
in each jurisdiction. 

9. That there should be a deduction from paid- 
up capital for all capital reinvested in shares, 
bonds or other obligations. 

6. That the right of governments to re-open 
income, capital or other tax assessments should be 
Limited to a period of two years frou the year in 
which the assessment was wade, cases of fraud alone 
being excepted. 

7. That the allowance of depreciation for income 
tax purposes should include "obsolescence" with a view 
tO improving the efficienc, of plants and, 
at the same time, stimulating building and engineering 
industries. ." 

THE CHAIRMAN: Is obsolescence recognized in any of 
the dominion Or provincial acts? 

MR. MACDONNELL: No, it is not. 

THa# CHAIRMAN: Is it in other jurisdictions? 

MR. wACDONNELL: Yes, itis in tngland and it is 
made use of there. Lt vis claimed form ib that..it has 
the effect, as suggested here, of stimulating the building 
and engineering industries. What they do in England,as 
I understand is this. Where a firm has had a large 
machine, for example, which has not been used long enmgh 
to be worn out and is not fully depreciated, but which 
has become obsolete from the point of view of efficient 
operation and should be scrapped and replaced, the 
company is allowed as a deduction the difference between 
the depreciated value of the machine and the price the 
get for it con.peslling it... That is to say, a. machine: which 


originally cost 10,000 and has been used five years 
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might last another ten years, but the company may 
want to replace it. The plant will be more efficient 
if that macnine is replaced. Its depreciated value 
is 95,000 and the company can get only $2,500 for it. 
They are allowed the difference between $5,000 and 
$2,500 as a deduction for income tax purposes. 

THE CHAIRMAN: In arriving at the profits for the 
year they are allowed to charge that against the year's 
profits before the amount for taxation is taken. 

MR. MACDON ELL: Yes. 

"Seu. toat the pranciple of retroactive 
taxation is unsound and should be abolished." 
We mean there, of course, retroactive in the sense of 
increasing taxes. 
"Q, That there should be no delegation to the 
executive or departmental authority of power 
to fix rates of tax or to determine the basis 
Of Baap ty. 
10. That all orders, regulations and rulings made 
by executive and departmental authority should 
be regularly published and wiade available to tax- 
payers and should have no force or effect until so 
published." 

THE CHAIRMAN: Are there any of the statutes in tk 
appendix which you think you should draw ovr attention to 
particularily? 

MR. MACDONNELL: I do not know that there are Mr. 
Chairman. The list is a very lengthy one. It is not of 
course suggested that all of these taxing and licensing 
statutes affect all manufacturers. 

THE CHAIRMAN: JI understand that. 

MR. MACDONNELL: We thought it might be useful to 


compile a more or less complete list of them. 
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THi CHAIRMAN: They are very convenient for reference. 
MR. ST.LAURSNT: There are two or three points 
which it may be useful to the Commission to have a little 
more clearly put before then. In your first recommendation 
you says 
" That there should be only one income tax on 
all ®usiness concerns imposed and collected by 
the dominion, in which the provinces would share 
on a uniform basis of sales actually made in 
each provincial jurisdiction as compared with 
total sales." 
Of course, there are a large number of sales made for 
export purposes. How do you think those should be dealt 
with for the purpose of this distribution? 
MR. MACDONNELL: I should think they would certainly 
have to be Srna into account. 
MR. ST.LAURENT: Yes, but where should they come 
in the calculation? Would your association think that 
the province in which the head office was situated should 
have the whole benefit, or should i% be apportioned 
generally to all the provinces in distributing the 
income? 
MR. MACDONNELL: I have no definite instructions in 
that regard. 
MR. ST.LAURHNT: The association has not considered 
that feature. 
MR. MACDONNELL;: Not in detail, no. We quite agree 
that export sales would have to be taken into account. 
MR. ST.LAURENT: This is not the recommendation -- 
that the whole of the income tax be distributed in 
proportion to the sales made in each province? The 
recomuendation would only go so far ag tomean that the 


province would be supposed to get the venefit of the 
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province would be supposed to get the benefit of the 
business done with its own citizens. 

MR. MACDONNELL: Yes. In other words, the yard- 
stick proposed as among the various Canadian jurisdictions 
is the amount of business done in each of them. 

MR. ST.LAURENT: And you have not considered whethkr 
that yardstick would apply to income derived from export 
business, or not? 

| MR. wACDONNGZLL: We have not worked that out. 
Our point is that as among the various Canadian juris- 
dictions the yardstick should be sales actually made 
in the various provinces. 

MR. ST.LAURENT: On page 4 you have something to 
say with regard to discrimination. Loo not quite 
appreciate the force of it. You make this statement: 

"Gallonage tax on retail sales of gasoline 

ranges in the verious provinces frem 6 cents to 

10 cents per gallon and represents an addition 

to consumer prices of uwpwards of 50 per cent." 
That is so; but how does that bring about any dis- 
crimination between wanufacturers? I do not quite 
appreciate that. 

MR. MACDONNELL: Our point there is that this tax 
is imposed on this particular industry for a special 
purpose; that is to say, the revenue from it 
is to be used for the benefit of the motoring public. 
But that revenue is used for other purposes as well. 

In other words, you single out a particular industry -- 

MR. ST. LAURENT: Oh, yes. 

MR. MACDONNELL: --- and you impose a special burden 
on that industry, which is not imposed upon others. 

MR. ST.LAURENT: But it has been found a very 


convenient method of raising revenue. Is there any special 


od eee Sak ob rd pepe 


"tienes Fe! eis ste. a at s: sokek wid Stes af 
ont loeaa 40! apse caste he ik asl vie 

” Wists ahs. ct, osmuebaget ‘bie tong me ii i si Sas ae 

feyhite o: aks Wie ee ‘anew “0 eea hy “30 FY 


teh ws: geod Bata’ snake wi oat’ ya ti ei sage, Ne 
| wate: abe (One i ty Pee apse bac shal std ae : 
bed oteibbige: 
xe aba’. Tosh ah wees. Jinhoy. ae Bit coast et rs | 
tebnece & tert: yaadies ibe ee ee okt is Splaoyme” BR ihe 
tee sion". solimav on aay % cee, ‘of! at. send! _ soe | fa 


obiewg anisodou: oie: Gis ftensd® ‘ena ant ‘beag, ad eae ak 
Lee, ab: gd eau tity paseo i oe ‘Sie eh ediewad, deat” ue 


ie re cab velsip bt tte is} so aRpieRe Boy en eiito, bial 
| Wy comm 4B rie 
| earn ietosee ol eapgie: OL Seva - a 
owisatihe ‘esis. weit Sou: ae ciel 
2 mea a abba 12 ei 4k Ra am : 
Lebo-sie wag een gl: a" ante te a | 


2571 


objection to there being a difference in the amount 
of gallonage tax as between one province and another, 
beyond the fact that it bears more heavily upon the 
citizens of the province in which the higher tax is 
1evied? 

MR. WACDONNELL: Our point is that this particular 
industry has been singled out and a heavy burden placed 
uoon. it. 

MR. ST.LAURENT: But this is given as an example of 
descriminatory taxation where there was no tax on 
& competitive product. As far as the gasoline tax is 
econeerned, does your association show any special objection 
to there being that inequality in the various provinces? 

MR. MACDONNELL: No. 

MR. ST.LAURENT: I did not realize that there was 
one, and I am merely asking for information. 

MR. MACDONNELL: No, that point is not raised. 

MR. ST.LAURENT: With respect to this delegation @& 
authority to executive officers to fix the amount of 
taxes, is there anything involved beyond the departure 
from the principle of taxation by representation ? 

Is there anything more inconvenient in the amount being 
fixed by a Cabinet or by a Minister or an official 

than in having it fixed in open discussion in legislative 
assemblie 5? 

MR. MACDONNELL: That is. our point, really, that 
the amount of taxation should be fixed by the legislature, 
where the parties affected have a chance to be heard. 

It comes within the purview of the legislature rather 
than of the executive. 

MR. ST.LAURENT: In other words, it should be done 
in open discussion in the Assembly where legislation is 
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MR. MACDONNELL: Yes. 
MR. ST.LAURENT: And not by regulation arrived at 
in Cabinet meetings. 


MR. MACDONNELL: That is our point. 


MR. ST.LAURSNT: Have the members of your association 


found that there was in practise anything seriously 
inconvenient in having the amounts of taxes fixed in 
the manner you complain of? 

MR. WACDONNEZLL:No, wanuxedealing simply with the 
principle, 


MR. ST.LAURHENT: These recommendations, I suppose, 


are alternative. Nosd on page 8 is alternative to Now. 


If there were only one income tax it would naturally 
proceed on the basis of taxing the whole income without 
deducting any portion before arriving at the second 
part. ef <the tax. 

MR. MACDONNELL: Yes. 

MR. ST.LAURENT: So that that would be only an 
Sa.Lternative «it the single ,income tax were not,.adopted. 

COMMISSIONGR ANGUS. Does No.5 apply only to 
income taxaon business. concerns: 

MR. MACDONNELL: On business concerns. 

MR. ST.LAURENT: The recommendation with respect to 
retroactive taxation is only as to the amount of the 
tax and not as to the administrative features? 

MR. MACDONNELL: That is so, yes. 

THE CHAIRMAN: The next submission deals with old 
age pensions and unemploynent insurance. 

EXHIBIT No.88: Old age pensions and Unemployment 

Insurance. 
"OLD AGH PENSIONS AND UNEMPLOYMENT INSURANCE. 

MR. MACDONNELL: ‘Mr. Chairman, the submission of 


the Canadian Manufacturers! Association on this subject 
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is as follows: 
"In addition to the many taxes which have 
AAS ae, been mentioned, industry is financially 
arrected, directly and’ indirectly, by the various 
forms of social security legislation, actual or 
proposed, such as workmen's compensations, old age 
pensions, mothers! allowances, unemployment 
insurance ano Neaith ‘insurance.’ Of ‘these at is 
only proposed to deal at any length with two, ore 
actual, old age pensions, and one proposed 
unemployment insurance. As regards workmen's 
compensation, suffice to say that however sound from 
the social and humanitarian point of view, the 
payment by industry of some $16,000,000.00 per 
annum, in compensation, constitutes an economic 


factor of major importance to industry. So far 


as jurisdiction is concerned, there appears no reason 


to suggest any change. As regards health insurance, 
however, it is submitted that, if and when the tme 
eomes TOr lts Gntroduction, Tt soula be’ on 4 
national basis and under national supervision." 

THH CHAIRMAN: Dealing with health insurance, you say 
that it should be on a national basis and under national 
Supervision. Do you discuss anywhere your reasons for 
that conclusion? 

MR. WACDONNELL: No. 

THE CHAIRMAN: Will you then state briefly why in 
your opinion health insurance should be on this basis? 

MR. MACDONNELL: The view of the association is 
that if there @re several provincial schemes there will 
be overlapping and needless expense and inefficiency. 

We are of the opinion, both for administrative reasons 


and from the point of view of public health itself, it is 
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essentially a dominion matter, in other words, 

in dealing with a matter like public health, you can 

not divide a country into coupartments. The subject is 

one and indivisible, and unless you had a central 

national scheme you would be continually running into 
overlapping, conflict of authority and similar difficulties. 
That really is our general idea. 

COMMISSIONGR ANGUS. One reason frequently given 
with respect to the British Columbian health insurance 
scheme was that the method of finance involved a 
contribution from employers, and it was said that if such 
a contribution were made in one province it would create 
&@ handicap upon the manufacturers of that province 
in comparison with the manufacturers in other parts of the 
country where health insurance did not exist. Was that 
the reason that prevailed with your association? 

MR. MWACDONNELL: There is soundness in that contention, 
Sir, and.as a2 matter of fact it is one reason that I 
should have mentioned. 

wT HAS br iLNes: aS7 Go old age pensions and 
uneiiployment insurance and the following views are 
respectfully submitted for consideration. 

OLD AGH PENSIONS. 
The total annual cost of paying pensions 

under the Old Age Pensions Act to the 163,103 
pensioners  »resently eligible, is according to the 
latest figures available, $33,716,000, of which 75 
per cent or $25,827,000 is paid bythe dominion. 

This figure, in the opinion of experts, is 
likely to increase during next twenty or twenty-five 
years due to the effect of the large immigratin 
movement of the years 1902 to 1914 on the age 


distribution of the opopulation as well as the 
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“influence of the improvements in sanitation 

and health conditions which tend to increase 

the average age at which death takes place. 

it 18 entirely likely that in a few years' 

time, the annual cost will reach 940,000,000.00. 
Apart from the fact that the present system 

is entirely non-contributory the amount of the 

cost is due, in no small degree, to the absence 

of any requirement that near relatives able to do 

s0 should contribute to the support of the aged 

indigent. It is estimated that if the act were 

amended in this sense, at least several million 

dollars would be saved annually and it is re- 

assuring to know th=t there is some prospect 

Oh wits being done..." 

THE CHAIRMAN: Is there any old age pension system 
under which that provision is made? 

MR. MACDONNELL: Oh yes, in England, for example 
and in @ number of the continental schemes, 

THE CHAIRMAN: Will you come to that later? If 
not, will you give us a reference to where we can find 
provisions of that kind? 

MR. MACDONNELL: I will do that. 

COMMISSIONER DAFOH: The guestion of the degree of 
relationship would have to be determined. 

MR. MACDONNELL: Yes. 

" Such a change would not, however, it is 
submitted, go to the root of the matter. What 

is really required is that the system should be made 
contributory, and that instead if one the deserving 
poor being pensioned, everyone should be eligible 
regardless of ingcans. In other words, it is sub- 


mitted that the only sound system of old age 
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"pensions 1s not the non-contributory, deserving- 
poor Hut the contributory, “allein" type. 
tire View is borne out, it 16 submitted, 
Dye Ure “expervence Of the great majority of. the 
countries which have inaugurated old age pension 
schemes since Germany led the way some 50 years ago. 
Germany, for cxample, began with a contributory 
all-in system and has adhered to it ever since. 
in the second place, a number of countries which 
began with the non-contributory, deserving poor system 
have found it wanting and have turned to the 
contribpusory, “all-in” system." 
THE CHAIRMAN: Can you give us the names of the te 
countries? 
MR. MACDONNELL: Way I put those in later? I 
have not got them here. 
" Cases in point are Great Britain and Belgium. 
in? the Thora piace, 1b 1S Signaticant that with 
the exception of Uruguay (1919), Norway (1923) 
and Canada, no country in the las? thirty years 
has adopted the non-contributory, deserving-poor 
system, while ten countries, after consideration 
of “the “expericnce "of their predecessors in this 
field, have adopted the contributory, all-in system 
the reasons Piven for “tne faidiure. of the non= 
contributory, deserving poor type of legislatim are 
that it puts a premium on (1) thviftlessness ari (2) 
fraud. Before the passing of the first British 
Old Age Pension Act in 1908, Charles Booth, the 
well known Hnglish sociologist, contended in hb 
work entitled “*bauperization and Old Age", that old 


age pensions must de open to all citizens over a 
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"fixed age, regardless of their poverty or means, 
Since, we predicted, to select, the poor is to 
pauperize.' 

After twenty years' practical experience of the 
results. of. "selecting the poor’, a ,sccond dis- 
tinguished English writer commented: ‘the 
problem of pauperism not only remains unsolved 
but appears to be more acute than at any previous 
period of our nistory with the possible exception 
of the post-Napoleonic period.! 

AS a2 maGiter..0of fact, after, eleven years 
(1908-1919) experience of the non-contributory 
system, it was strongly recommended, by a 
Parliamentary Committee set up in England to investi- 
gate, that,in order, ‘to, prevent the,,old age pension 
system from becoming an incentive to both improvi- 
dence and fraud, ‘the means qualification should be 
entirely abolished and the pension given to all 
citizens).2t, the age of sO," Attempts were made 
in 1923 and 1924 to carry out this recommendation --= 
that is, in the words of the speech from the throne 
in 1925, 'to deal with the discouragement of thrift 
involved in tne present 'means' limitation to tie 
grant: of .oldage pensions. 

That these attempts proved unsuccessful is said 
to have been due in part to the alarm of the 
general public at the great increase of the already hea 
financial burden and in part, significantly, tothe 
fact that the two million or more of, votes wiclided 
by the pensioners and their kin prevented amendments 
designed to guard against thriftleSSness and fraud. 
Eventually, in 1925, a radical amendment was passed 


in the shape of an old age insurance act applying to 
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"all, Lugardicss of moans, whcercb, pensions wore 
made payable at.the asc of 65 to everybody, 
provided they had been insured for five years 

and had .paid,@t icast 104 contributions... The 
point is, of course, that after some 17 years 
expericnee of thc non-contributory system, payable 
only to the so-called deserving poor, Great Britain 
Sa Lib GO LUN) tou the contributory. | 146.4 tne 
insurance, principle, while instead of continuing 
to pension only the worthy poor, she adoptcd th 
principle of drawing no distinction between the 
poor and the non-poor but pensioning both alike. 

TO. sum up, it may safely be said that the, principle 
of teclecting tie poor' has been proved to be unsound, 
Lt nos. undoubtedly been Tound to. encourage thrift= 
lessness and fraud. Evidence abounds, moreover, that 
it. saps.theat spirit. of scif-rcliance and indepen donce 
whieh is so essential to the social and politiacad 
well-bcing of any community. That, such,2 system 
still persists is no doubt duc to.the. fact that the 
alternative, viz., pensioning cveryone, is regarded 
as. tooexpensive. .. That,i& would prove. cyen morc 
expensive than the descrving poor system (which 
itself has shown a tendency to cost very much more 
than was anticipatcd) must, of course, be admitted -- 
except on one condition, viz., that the contributory 
or insurance principle is adopted. The coubinat ion 
of this principle witMthe tall-in' system serves, 
it is submitted, the triplc purpose of keeping 
down the expense, climinating thc incentive to both 
thriftlessness and fraud and stimulating, instcad 


of sapping, sclf-rcliance and indcpcndence. 
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THE CHAIRMAN: You say: 
It has undoubtcdly bccn found to cncourage 
thrifticssness and fraud. Evidence abounds, 
moreover, that it. gaps. that. spirit, of, sclf- 
reliance and. indcpcndcnec which is,so cssential 
to the social and/political wcll-bcing of any 
community." 
Are you speaking of any investigation which you association 
has madc, or are you stating a general conclusion 
which you base upon. various rcports with regard to the 
Operation of these systcms? 

MR. wWACDONNELL: It is a gconers1l conclusion based 
mainly upon British expericncee and investigations. that 
have becn madc there. 

That Canadian conditions are sufficiently 
dgdificrent from conditions clsewhorc.to,justify, the 
adoptiongof a system which has bccn proved by 
actual expericnce to be unsound cannot, .it,is 
submitted, be maintained. It is, therefore, 
recommended that immediatc stcps should be taken 
to abandon the non-contributory, deserving poor system 
and adopt the contributory, all-in system of old 
agé pensions. On the Financial side, it is 
suggcstcd that any state contribution which might 
be considercd desirable should be made by the 
dominion, thus relicving the provinces of a.burden 
which under the present systcm is likely to amant 
during the next 20 ycars to some $10,000,000 per 


annum, " 
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The Commission rcesumcd at 2.30 p.m. 

THE ChATRMAN: <All right, Mr. Mecdonnell. 

MR. MCDONNELL: Iwas reading, Mr. Chairman, 
from pags 2 of part III, and wes ebout to deal with 

"State Old age Pensions and Industriel Pensions". 

COMMISSIONER AivGUS: Mr. Macdonncll, are ysu 
thinking of a contributory plan as bcing substantially 
scolf-supporting? 

MR. MACDONNELL: No, I think what we contemplated 
is that thc Statc would make a contribution as well as 
the employccs and the cmploycrs. “hat is the sort of 
Act we had in mind. 

COMMISSIONER ANGUS: In the case of having a 
contributory plan under the State, side by side with 
these individual pension plans of firms for their aged 
employees, would there be any danger of a man falling 
down between two stools, supposing he was dismissed or 
that he lost his employment? 

MR. MACDONNELL: What we expect would be done 
would be that the privatc industrial pension scheme would 
be absolutely ‘Separate from and additional to the 
other. 

COMMISS™UNER ANGUS: He would contribute to two 
pensions and get two pensions? 

MR. MACDO.NELL: Yes. 

THE CHAIRMAN: Has any computation been made as 
to what the national cost might be of such a scheme as 
this? 

MR. MACDONNELL: I am sorry to say, Mr. Chairman, 
that we have no estimate. I have never heard of an 
estimate being mado. 

THE CHAIRMAN: You speak of discriminating against 


the manufacturer who provides a pension plan for his 
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employces, Mr. Macdonnell. Would it be fair to say that 
most cmploycrs who have such a plan believe that it is not 
only in the interest of the cmployée but also in their own 
intérest to do it? 

MR. MACDONNELL: Yes, I think that is true. 

THE CHAIRMAN: I should think it is in the intcrest 
of both. 

MR. MACDONNELL: Yes. 

THE CHAIRMAN: The employcr is not wholly moved by 
benevolent considerations; but at least, it is in the 
interest of his own business? 

MR. MACDONNELL: That is quite true. 

THE CHAIRMAN: Well, then, how is he discriminated 
against by the existing Old Age Pensions Act? He would 
do what he is doing regardless of what other employers are 
doing because he thinks it is sound business and a wise 
thing to do. Ido not just see how he is discrininated 
against by the present system. 

MR. MACDONNELL: Two employers contribute equally 
in taxes out of which the State pensions are paid. 

THE CHAIRMAN: Yes. 

MR. MACDONNELL: But Number 1 employer, who is 
paying his aged employees a pension, we will say, of 
$200 finds that that is deducted from the pension to 
which his employee is entitled under the State scheme; 
whereas the employer next door, who has not a pension 
scheme, knows that his aged employees are entitled to 
the full State pension. Out point is simply this, that 
as between these two employers there is not complete 
equity. 

THE CHAIRMAN: If there were no old age pension 
scheme at all, Mr. Macdonnell, that situation would 


exist because one cmployer would be contributing to the 
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pensioning of his employees while the other would not. 

MR. MACDONNELL: Yes. 

THE CHAIRMAN: The Old Age pension plan comes in, 
and both contribute to it through the general taxation. 

MR. MACDONNELL: Yes. 

_ THE CHAIRMAN: You may say it is not equitable 
that the amount of pension which the omployee receives 
through his firm should be deducted from his State 
pensicn, but for the moment I do not just see how it 
introduces any element of discrimination. 

MR. MACDONNELL: Well, I suggest that as between 
those two employers there is inequity, amounting to 
a certain discrimination. One thinks of two aged em- 
ployees, one with anemployer who has a pension scheme, 
ana the other with an employer who has not. These two 
aged employees both apply for the State pension. The 
employee of the employer who has a pension scheme finds 
that he is going to get only, we will say, $100 a year 
of State pension, and the aged employce next door is 
going to get the maximum of 4240. 

THE CHAIRMAN: Well, ho might say that he is 
being discriminated against. Is it not the employes 
that is rather discriminated against? He is equally 
entitled with the employce of the other firm to get the 
State pension, but because he is getting a pension from 
his own firm he is not entitled to the full State pension. 
But the point is probably not important, Mr. Macdonnell. 

MR. MACDONNELL: The most sorious discrimination: 
is as between the two employses. 

COMMISSIONER DAFOE: There is the fact that nearly 
all these schemes are contributory on the part of the 
employees, and the employee of a firm that has a pension 


scheme, by creating his own pension through his contribu~ 


‘jee fakes ‘is * 20, ee 
a tt Soke ey B aed ah: ogame bial 
“ard aot bo andl enor 6-0 Lite co aki rot bide baa 
ont ' ditdiiod eave out tot, why sit asaya Lge 
ater Heise seks Asoo 8 aed one rove dgine nt te. ° yolgme 
ieee e Cetis eee Sibw ee year! fog of sti ot rie iad 
| ‘eoab thos ee) gee Leg a” dome ahr ye ‘ane wo fdiag Sad he aR, 
«Cabin Sa ssc te eet inet witog 
| ed Oe teat wwe. Royer nau oF ee ae tases ae ; 
pond hetiel A Me ol ae a fasting fgineenastodtb” mated 
Wisse ad, on. tie te Bota teddat es fait 
otid: WG, at wt yt tnd to! ond: te oop deine asia were pectteae 


mow? Be kta: &. vant ‘Ca at ad omnia seni ond Leng: ‘erade 
ssto.bacog ot are, tree pee hate kone’ fou: (ie ou waht pd” ed 


«pioan aboabt Loh. «fuse cnt. toa ey kenembbtteg et! Hit oat bait 


“ot o one EO shee areal: Pee, oriit: 


OTOL iad Sua Lesiuvigich ae pak 
ybiaph dent Sop eit ad beset ed at 


ais te. Pre, éad: ho: yroty dS eaoW) ame hele awit 8? 


Bie 


"i 116) ere be: fo rant ame hes surge gai one bee” 
“ind adiran att ideal gorsane: we ns alate aot amon” 


i. 


2588 


tions,eliminates his chance of getting the State pension 
which perhaps his neighbour gets without making any 
contribution. That is a fact which I know of my own 
knowledge operates against the bringing in of pension 
schel.es in industrial establishments. It is one more 
hurdle to get over. ‘he employee says, “hy shoulda I 
contribute to that scheme when I can get a pension from 
the State? It will not mean that I shall get anything 
additional because I make this contribution now to 
my employerst pension fund." 

MR. MACDONNELL: Quite so. I now come to the 


subject of Unemployment Insurance: 


UNEMPLOYMENT INSURANCE 
“ Any unemployment insurance scheme which might 
be established, following removal of the con- 
stitutional difficulties by agfeement between 
the Dominion and the provinces, would be 
another form of taxation on industry,. In 
addition to whatever direct contribution was 
required from them, industrial employers would 
of course be obliged as taxpayers to pay their 
share also of the cost of administration and 
of the state contribution. 

It should be stated at once that, if 
there is to be an unemployment insurance 
scheme, the point of view of this Association 
is that it should be nation-wide. As this 
appears to be generally agreed, there is no 
need to labour the reasons for it. Nor is 
it intended to discuss unemployment insurance 
from the point of view of public policy, which 
we understand is outside the scope of the Com- 
mission's terms of reference, beyond repeating 


our frequently expressed view that any scheme 
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"introduced should be strictly contributory. 
Our point is rather this, that if unemployment 
insurance is to be introduced and the Fominion 
is to assume financial responsibility it is 
well that most careful study should be made 

of the extent of the financial responsibility 
which the Dominion is thus assuming and of 

the extent to which an unemployment insurance 
scheme would relieve the Dominion of certain 
financial burdens which it now carries, notably, 
of course, the burden of relief. 

As regards the cost to the state and to 
employers, it is, of course, impossible to say 
anything definite until the actual terms of 
the legislation are available. One advocate 
of unemployment insurance for Canada has 
calculated on the basis of an avcrage of 
140,000 unemployed and weekly benefits of 
37 per week for single, and O16 per week for 
married men,that the cost would be approximately 
$90,000,000 per annum. Another cconomist 
calculates on the basis of the British 6x- 
perience that the cost of such a scheme would 
pe nearer 150,000,000. As to which, if 
either, of these estimates is correct, no 
opinion is expressed. It will not, however, 
be disputed that the cost is ccrtain to be 
high and certain to be hard to control. It 
may be pointed out that the cost under the 
British Act for the two latcst years for 
which figures are available was some »508,¥45,000 
and $493,920,000 respectively. ‘hile the 
population of the Unitcd Kingdom is some four 


times that of Canada, it is likely, having 


of i stats, sn ‘ee * a. sa 
ype. OF ate tas : ee fo. . ; 
ie al cea ait 


te, aaron ‘ee ee 
ar aeont an R oth heme, wae ser 
me ee tale uo crodereteam, ‘Sas t 


cane Wh 

i: siete nae ot a siaed ia a baeacivide Uae it hy 

aa pe ttonad Esai ane Y rt thanone foecoer : nus : 

tort! ¥ ad iy “Babiy yr. os: a & wr dome ee. a ae Mt 
anil ea, od Basic bao. on aiid ate Sencar ‘ 
$e boned brut ovtaita ene ‘Bog Ong ee } 

od taatine sat i steed ‘poe nie s fo Ce , | 

fel aieyye duals 2 divine ie Fas: eis" ‘teat ae ; ane 

th, AS Live es ti 000 B00 408.9 sonnes. i | ’ 

Ger’ (aomos. ‘at aotamnt seo aesdt ce foitte We 

turner Wow 2Peite tine 7 phones, a Bok : ; 

ad of ‘heaton, at taco ont Senit botigat ae” | a 

tk | AOeeinoer oe Srad od at bhatt Bae gat ’ 4 

oust “Rebar Feog eM tekst dea Realname ot ieee’ i 

Act Cad javtas owt oat w08 pean wy j ’ 
,W00,82 LOE, oboe hw Stdali ave oni recta’ ea 
; end wnat, vetbwsitocqasie 00088, ap aon OG ; 
my san ana! Ba iW gist bottall ade te aobeatiioy is ms a 
\iae opto eee aL at ee amid oh eheoeaaaaaes 
re, ie (heii. ia 

, Mae cere IMO RET WRC YOR iy ody yh) 


2590 


"regard to the higher bencfits which would 
presumably have to be paid under a Canadian 
scheme and the less efficient administration 
which must be anticipatcd, at any ratc during 
the carlier years, that the cost of a comparable 
Canadian scheme, given similar conditions of 
unemployment, would be at lcast one-third 
that of the British scheme, that is, in the 
order of »100,000,000 to %16=,000,000 annually. 
As has bcen said, thc cost of administration 
of such a schemc in a country likc Canada 
would undoubtcdly bc high. Owing to the 
ércat distances it would presumably bc necos- 
sary to establish labour cxchangcs in all 
parts of the country cven though in thc less 
settled parts thc amount of work requircd to 
be done might not be grcat. Moreover, tho 
great distances would intensify the difficulty 
and the expense of carrying on such vital 
parts of the administration as the investigation 
of claims, the adjudication of appcals and 
the like. Under the British Act the cost 
of administration in the years 1946--1931 
ranged from 11.6 per cent to 13.2 per cent of 
the net income of the unempioymcnt insurance 
fund. the actnaria] estimate of the cost 
of administration under the 1935 Canadian 
Act was "probably at least 15 per cent or 
even 173 per cent of the gross real con- 
tributions.* 
THE CHAIRMAN: When the 1935 Act was introduced 
into the House, was therc not some cstimatc given of tho 
cost to the Government? I do not recall the facts, but 


I assume therc would be somc cstimatec given, 
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MR. MACDOWNELL: I have gone carcfully through 
the two actuarial rcports madc by Mr. Wolfcndcon and “r. wWat- 
son, and 1 did not find any definite cstimato of the costs. 

THE CHAIRMAN: Did you look up the dcbatcs in 
the House of Commons to sco if there was any cstimate 
given? 

MR. MACDONNELL: Yos, I did, and I did not find 
any clcar-cut cstimatc. 

THE CHAIRMAN: Onc would cxpect that the government 
would have an cstimatc bcfore introducing thc legislation. 

MR. MACDONNELL: Thcrc was an crotimate that the 
contributions would amount in a ycar to somc $46,000,000. 

THE CHAIRMAN: Tho contributions? 

MR. MACDONNELL: Thc contributions por year would 
amount to the sum of $42.000,000. That is one estimte. 

THE CHAIRMAN: The contributions of the Dominion 
government? 

MR. MACDONNELL: Ycs. 

THE CHAIRMAN: These figurcs you are giving are 
the total cost? 

MR. MACDONNELL: Yes. 

THE CHAIRMAN: Thank you. 

MR. MACDONNELL: 1 continue on page 3: 

“As regards the question of the extent 
to which the establishment of an unemployment 
insurance scheme would relieve the Dominion 
of the burden of relief, it is respectfully 
submitted that the commonly—held notion that 
the introduction of an unemployment insurance 
scheme would at one stroke solve the problem 
of unemployment and relief, as we know it 


to-day, is a complete delusion. No insurance 
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“scheme based on actuarial lines would do 
more than take care for a strictly limited 
period of a strictly limited number of employees, 
and these, persons normally infairly steady 
work, 
the total annual contributions under the 

1935 Canadian Act, calculated on the basis 
of the une~ “ryment of the years 1922-1930, 
were estimated at $42,000,000. Under the Act 
this sum, or a large proportion of it, would 
have been -paid out in banefits’' to “stable” 
workers covered by the scheme, helping to tide 
them over intermittent periods of unemployment. 
But it may safely be said that not more than 
avery small proportion of thesw would be 
persons,who., but for such benefits, would be 
Onlized) to go on relief. If this /is sound. 
the effect of such an unemployment insurance 
scheme would be infinitesimal, so far as 
reducing the cost of unemployment relief is 
concerned. While it is true that the payment 
of benefits under such a scheme as that laid 
down by the 1535 Canedian Act wo1ld have the 
effect of helping to maintain »urchasing power 
and thereby maintain employment, against this 
must be set the fact that the withdrawal from 
industry of the substantial sums required 
would make it more difficult for industrial 
concerns to effect the necessary improvements 
and extensions in plant, and to compete with 
foreign industries both in the home market 
and abroad.“ 

THE CHAIRMAN: So far as S4merican industries are 


concerned, they would now be under Sheir gocial insurance 
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legislation, and the same is true of British industries. 
In what countries would our industries be competing where 
there is not some form of socicl insurance at this time? 
MR. MACDONNELL: There are unemployment insurance 
schemes in some 18 countries of the world. It is quite 
true that most of the countries affordingmarkets to 
Canadian exports have unemploynent insurance schemes, at 
the present time, but not by any means all of them. 
TNE CHALRMAN: Wo. but it occured to me that our 
principal export markets are in countries where they 
have unemployment insurance sshemes. So there would not 
be @ discrimination against our industries in that respect. 
MR. MACDONNELL: No, quite trus. Continuing: 
“Without discussing the social and 
economic effects of such an unemployment in- 
surance scheme. applying (as it must. if it 
"s to be actuarially sound) only to “stable" 
workers, we wish to emphasize the fact that the 
great majority cf the kind of unemployed 
people who have been maintained by the state 
during recent years would not be eligible for 
benefit under such a scheme. They, it is 
submitted, woulc have to be provided for by 
other m-ans and the plan for so providing 
should really be worksd out and put into ef- 
fect before any insurance scheme is launched, 
since otherwise there would be danger of 
politica’. pressure forcing the extension of 
the insurance scheme to cover ciasses it was 
never intended, and would be quite unable, 
to provide for." 
THE CHAIRMAN? Would you develop that a little 
more, Mr. Macdonnell? hat classes have you in mind that 


you suggest would not normally come under an unemovloyment 
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insurance scheme, but in respceet to which pressure might 
bc brought to bring them in? 

MR. MACDONNELL: I was thinking pare leulariy or 
people who would not be cligiblc for the benefits bocausc 
they had not paid in contributions: for instancc, the 
uncmploycd at present being maintaincd in Canada; that is 
one class, thosc pcoplc who have nevcr beconc Gligible 
becausc they have nevor paid contributions, Then thcre 
is anothcr class of pcovlc who havc paid contributions 
but who have becomc incligible for bencfits bccause thet 
right to benefit has bccn cxhausted. 

COMMISSIONER ANGUS: Mr. Macdonncll, are you 
considering a schcomc in which there are different promiums 
a Gistcrent IMaustries in’ proportion to their risk of 
unemployment, or arc you considcring a flat rate for them 
ra bal ina 

MR. MACDONNELL: The 1935 Act contcmplatcd a flat 
rate arrangement, and that is rcally what we had in mind 
here. Of course, what the new legislation is to be, we do 
not know, 

COMMISSIONER ANGUS: Its actuarial soundness means 
that those who havc a small risk of uncmployment pay 
for those who have a big risk of unemployment. It is 
really a tax on the wages of one group for the bencfit 
of the others, 

MR. MACDONNELL: You arc spcaking of the. 1935 
legislation? 

COMMISSIONER ANGUS: Yes, 

MR. MACDONNELL: That is quite truce, 

COMITSSIONER ANGUS: I wonder whethcr that was the 
type of scheme you favourcd or whether cach industry shouid 
bear its own risk of uncmploymcnt? 


MR. MACDONNELL: As a matter of fact, we arc making 
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representations to the government to the effect that some 
modification of the. fiat rate principle ought to be adopted. 
In other words, there ought to be some attempt to dif- 
ferentiate between industries on the basis of their past 
record in the matter of risk of unemploymens. 

COMMISSIONER ANGUS: What I wanted to come to 
is this, that in the case of those people who have ex- 
haustea their benefits because of unemployment over a 
long period, there is not enough money to carry them, and 
it really means that there is too great a variation in a 

particular industry between employment at the peak and em- 

ployment in the bad years. 

MR. MACDONNZLL: That is true. 

COMMISSIONER ANGUS: But one could hardly look 


forward to that as a permanent condition. maintaining 


the numbers they employ. 

MR. MACDONNELL: No. I quite agree, and that, of 
course, is one of the arguments advanced in favour of 
unemployment insurance, that it will encourage and even 
force industries to regularize their employment. 

THE CHATRMAN: Mr. Macdonnell, everyone of course 
must recognized the accuracy of the statement you have 
made that unemployment insurance would not take care of 
the people now unemployed because they have not maas any 
payments, and it would only be as they gos back into 
employment and made their contributions that they would 
come in under the scheme and get the benefit of it. But 
if we are to have unemployment insurance at all, is there 
any other method that can be adopteca than that of starting 


in and operating it on the basis that those who t.ave paid 


in for a certain period are entitled to benefits, and those 


who have not paid in are not? Those who have not paid in 
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have to be dealt with in some other way. 

MR. MACDONNELL: Quite so, Mr. Chairman. All 
we are saying here is that it should bé fully recognized 
that if it is to be actuar.cily sound an insurance scheme 
can only take care of a limited number of people over a 
limited period of time, and you should make other provision 
for the others, 

THE CHAIRMAN: .I think there is no doubt of the 
correctness of that proposition, but have you. .not unduly 
minimized the number of people who would be taken care 
of by an unsmploynsnt insurance scheme? I am only thinking 
of the experience of Great Britain and other countries. 
Have not a very large number of people been taken care of 
under their schemes in periods of depression. eee 
for the period for which their contributions carried them? 
Of course, beyond that period the State had to come to 
their relief, 

MR. MACDONNELL: Undoubtedly. «hat we have really 
in mind here is what happened in Briain just prior to 
1931. It was primarily because they had not inaugurated 
any scheme for taking caré of the people who were not 
entitled to benefit or who had exhausted their right to 
benefit,that they got into difficulty in 1931, when the 
scheme got hopelessly into debt. Our whole point is that 
we in Canada, if we are going to inuiroduce a scheme based 
on the British scheme, ghould not make the mistake they 
made, but that we should do now what they did following 
1931. They set up this unemployment assistance fund to 
take care of those who could not come under the insurance 
scheme proper. 

THE CHAIRMANE You say that the unemployment in- 
surance scheme should be Dominion legislation, and I assume 


that you suggest that the whole contribution made by the 
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government would be a Dominion contribution? 

MR. MACDONNELL: That is our idea, 

THE CHAIRMAN: That is your vicw? 

MR. MACDONNELL: Yes. 

THE CHAIRMAN: But when you come to the other 
question of aid for the unemployed, what about that? 

Do you make any recommendation on the point which is now 
much discussed of the burden of relief for the unemployed, 
which involves the expenditure of very large sums of money 
by the Dominion, the provinces, and the municipalities? 
Does your Association make any suggestion as to who should 
bear that burden or how it should be distributznd? 

MR. MACDONNELL: I have no specific instructions 
on that, Mr. Chairman, but I think there is no doubt that 
the Association would be opposed to any scheme for relieving 
the municipality or the province of all responsibility. 

In other words, it would not be sound to put the whole 
burden on the Dominion, so that the Dominion would be in 
the position of getting in the money, and the other juris- 
dictions spending it. J think I am perfectly safe in 
saying that the Association would regard that as unsound. 

THE CHAIRMAN: Let me carry the question a step 
further, because it is a very important one and we would 
like to have the benefit of the views of your association 
upon it, It was suggested to us in the Western provinces 
that the Dominion should pay the whole cost of unemployment 
relief and take over the administration of it entirely, or 
seek the cooperation of the provinces and municipalities 
in administering the fund. Was your Association considered 
that problem? 

MR. MACDONNELL: No, I cannot say that I have any 
definite instructions on that. I am afraid that I can- 


not go any further than what I have just said, that the 
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Association would regard it as fundamentally unsound that 
the Dominion should do all the paying, and the province and 
municipality do all the spending. 

COMMISSION::-R ANGUS: We are really confronted with 
this, Mr. Macdonnell: When we suggested this morning that 
the province might have wider sources of taxation you said 
no, your Association would not approve of that. when you 
speak of their borrowing, you advocate strict limitations 
on their powers to borrow. Now we come to their big source 
of expenditure in the last year or two, and they are not 
to be relieved of that. What is the outcome of it all? 

MR. MACDONNELL: I do not want to be taken as 
meaning that we should specify how much the provinces 
should pay, but they should not be entirely relieved and. 
as l say, leaving the Dominion in the position of doing all 
the paying and the junior jurisdictions doing all the 
Spending. I have no instructions on the specific point of 
how much the province and municipality should be asked to 
contribute. 

COMMISSIONER MacKAY: Do you draw a distinction 
between unemployment insurance and the relief of the 
unemployed who are not under the insurance scheme? Do 
you say that the province and the municipality should con- 
tribute to an unemployment insurance scheme as well as to 
the relief of the other class? 

MR. MACDONNELL: No, we have said that so far as 
the State contribution to the unemployment insurance scheme 
is concerned, it should be a Dominion contribution. 

THE CHAIRMAN: Mr. Macdonnell, has your Associa- 
tion considered the distinction which has been drawn 
recently, as I unéerstand it, in the administration of 
unemployment relief between the unemployed who are em- 


ployable and the unemployed who are not employable? We were 
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informed in the west that there was a clear distinction 
now being drawn between the two classes, and a larger burden 
of responsibility was put upon the municipalities for those 
who were unemployable as distinct from those who were simply 
@ut of work because they could not find employment. Have 
you considered that problom at all in your consideration 
of this question? 
MR. MACDONNELL: No, Mr. Chairman, I have no in- 
structions on that. 
I will continue now at page 4 of the Brief, Part III: 
I had been speaking of those who would not be eligible to 
benefit under an unemployment insurance scheme: 
imMThey,; it is submitted, would have to be 
provided for by other means and the pian for 
so providing should really be worked out . i 
and put into effect before any insurance 
scheme is launched, since otherwise there 
would be danger of political pressure forcing 
the extension of the insurance scheme to cover 
classes it was never intended, and would be 
quite unable, to provide for. This is the 
etrongly-held view of practically all the 
English exports, in the light of what happened 
under the British Unemployment Insurance Act 
in the years immediately preccding 1931. ‘ihereas 
at its inception in 1911 the scheme provided 
for contributions by thc employers, the employees 
and the statc, of one-third cach, for the 
year ending March, 1931, out of a total cost 
of $493,000,000, the contributions were 15.6 
per cont by the employees, 15.6 per cent by the 
cmployers and 70.8 pcr cont by the statc. In 
other words undcr the pressure of the wide- 


spread and long-continued uncmployment the 
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"insurancc sbhemc lost its charactcr as insur-~ 
ence and bocame to a great cxtcnt a relicf 
dole paid by the state. This situation was 
entirely corrected by legislation and the in- 
surance scheme restored to its original position 
as an actuarially sound institution, with 
benefits conditional on contributions; and 
where assistance is required bccause no con- 
tributions havc bcen paid or right to benefit 
has been cxhaustcd, it is provided in part by 
grants by Parliamcnt and in part by payments 
by the Local authoritics.* 

THE CHAIRMAN: In your studies did you ascertain 
how much was contributed by the ccntral parliament and 
how much by the local authoritics for unemployment relicsf? 

MR. MACDONNELL: No, we have not got those figures, 
and so far as I know, sir, thcy are not available. 

THE CHAIRMAN: Somcwherc--I do not remembcr 
where--some statemcnt was prescntcd to us which suggcstcd 
that the central government paid, I think, 95 per cent, 
or that the municipal contribution had bcen reduccd to 
about 5 per cent. I have not lookcd it up, but some state- 
ment was made to us to that effoct. I do not know whether 
it was correct or not. 

MR. MACDONNELL: I do not believe the figures are 
available, but TD will make” a* search,” siz’: 

THE CHAIRMAN: If you could get any information 
on that, Mr. Macdonnell, we should bc glad to have it. 

MR. MACDONNELL: Yes, sir. Continuing with the 
Briel: 

"To administcr these cxtra-insurancc benefits 

@ national Uncmployment Assistancc Board 
has been scot up and in the dispensing of relief 
a strict “mcans" or “nced" test is aoplicd. 


It is submittcod that if an uncmployment im 
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"surance schomc is launched in Canada without 
any aGiinitc provision in tho way’ of rolief 
or assistancc bcing madc for the largc numbcr 
of uncemploycd who would not be cntitlecd to 
benefit undcr the i. surancc scheme, thorc is 
cvery roason to fcar that Canadian cxpcricnece 
would be the same as the British expericnee 
outlincd above. 

The fact of the mattcr, it is submitted, 
is that an unemployment insurance scheme along 
the lines of the 1935 legislation, so far 
from solving thc unemployment and relicf problem 
and relicving thc state of the gricvous burden 
of providing for the destitute unemployed, 
is in substance nothing more or less than a 
thrift or savings scheme for the bencfit of 
a limited class of workers who yeaa a cn joy 
steady omployment but fromtimc to time find 
themselvcs unemployed. Taking this vicw of the 
scope and cfficacy of such uncmploymcnt in 
surance legislation and mindful of the dis- 
proportion bctwcen the cost and the return in 
terms of provision for unemployment as a whole, 
this Association urges the most careful con- 
Sidcration before the Dominion assumes so 
substantial an additional burden." 

THE CHAIRMAN: That is a question, of course, of 
public policy with which this Commission has not to decal. 

MR. MACDONNELL: Quite so. 

THE CHAIRMAN: Wo have to decal with the juris-— 
diction aspects of it, but not with whcethcr there should 
or should not bc such a schome., 

COMMISSIONER ANGUS: Related to the question of 


Dominion contributions, it was sug2zssted to us in some of 
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the western provinces that unemployment insurance would 
be inequ itable as between provinces unless it was ac- 
companied by crop insurance. That is to say, it was sug- 
gested that if an industrial population concentrated in 
certain of the provinces were to receive a government 
contribution to tide them over bad times, the agricultural 
provinces should receive a similar contribution under a 
crop insurance scheme. Has this Association any views 
upon that question? 
MR. MACDONNELL: It is a very interesting sug-— 
gestion, but I am afraid it is not a point on which I 
have any instructions. 
HZHIBIT No. 89: Part III of the 
Vigo fii Submission by the 
Canadian Manufacturers' 
Associatioan--Old Age 
Pensions and Unemployment 
Insurance. i. 
THE CHAIRMAN: Have you any questions to ask, 
Mr. St. Laurent? 
MR. ST. LAURENT: Just one or two. 
By Mir. St. Laurent (of Mr. Macdonnell): 
Qe Have you any information as to the number of persons 
who could qualify for pensions if the age qualification 
were the only one ? On page 1 of this part of your sub- 
mission, you make the statement that there are 162,106 
pensioners presently eligible under the Old Age Pensions 
Act. Have you any information as to the number of 
persons in Canada over 70 years of age? A. NO, JL Bm 
afraid I have not. 
Qe You have not those figures? A. No. 
Q- Then as to the possibility of there being a flat 
rate contribution under an unem oloyment insurance 


scheme, you are aware, of course, that there is a dif- 


; aa S 
ferential rate for workmen's compensation in each industry? 


A. Yes. 
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Q- That contribution is paid by the industry itself? 

A. Quite so. 

ane And it is ascertained and adjusted according to the 
number and serverity of the accidents happening in the 
industry? A. Yes. 

Q- Unemployment insurance would involve probably con- 
tributions from employers, from employees and from the 
State? A. Yess 

Q. And employees should remain under the insurance 
scheme whether they moved from one industry to another or 
not. So it would seem to be hardly practicable to have 
anything but a flat rate contribution from the employes? 
It would not do to have one man's contribution be a 
particular sum one week and a greater sum next week if 
he changed his employer? A. Under the German scheme it 
is a proportion of the wages, and there are several 

other schemes which follow that principle. 

Q- Is there a .difference, any substantial difference, 
between thc wages paid in industrics where as Mr. Com- 
missioner Angus put it, there is an excessive variability 
in employment, and those having averages stability. 

A. There is a certain difference. In industries where 
employment is notoriously uncertain and irregular, wages 
do tend to be highcr than in industries where the employ- 


mont is regular. Is that what you mean? 
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@. So that if the contributions were a percentage 
contribution from wages they would take care, to that 
extent, of the difference in risks, As Yes, quite, 

Q. Is that the only way from your experience with 
the association, in which it would be possible to take 
care of the difference in risk of unemployment in the 
various industries, A, Well, we have not attempted to 
go into that exhaustively, but the general idea is that 
Some account might be taken of the employment record over 
@ period in regard to industries, and rates created 
accordingly. TI agree that it. *“s a’ very difficult thing. 
Of Course, the reasor’ for it is obvious, If you do ‘not 
have some scheme of that kind it means that your stable 
workers, who are not subject to periods of unemployment, 
and whose wages are lcwer on that account. are contributing 

out of their lower wages to provide benefits for employees 
who do have ~- 

Q. Periods of unemployment? Bo eee 

Q. Now, on page 3 of the brief you speak of a system 
being strictly contributory. I take it you mean there 
would be an annual contribution sufficient to make it 
actuarily sound? A, YeS8»o 

Q, At all times, fh YES, 

Q. That would not be necessar: 1y contributions only 
from the employer and the employee, but would include also 
a state contribution? Ao YES, 

Q@. You mention the figure of $42 million per annum 
as being the estimate of the total annual mntributions, 
Was that the cstimate of the total of the three sources} 
A. I understand s0, yes, 

Q, And your estimate is that would be only about one 
quarter of what might be required, Be OOYess, 


Q, The actual outgo would be something like $160 millions 
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annually. <A. Yes; that is to say, if we were to have the 
benefits comparable with those under the British act, 

Qo. Then, your cstimate would be that the contribution 
would have to be four tim; as large as was estimated in 
L935? A. Well, of course there is this to be taken 
into account: The British act covered a wiger range of 
employees then thc Canadéan act, I mean, there were some 
12 millions of people covcred by the British act, 

&, Of courss, that inercased the number of contributors, 
Ae Yes, that is true, 

Q. And it inercased the contributions from the employers? 
he) SHAD EUG, 


On tie aS an proportion to. the payroll. 


Lees | 
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A. 3. the total annual contribution. 
Q@;, @he total from the three sources? Ba wots 
Q@. The state? ££ Yes 
Q. The states contribution would be $14 millions or 
$15 wmillionse A. Yess 
Q. Under the scheme? A. . @s he state only 
paid 20 per cent, 
Q@. Only 20 per cent? As) “Yes, 
@. That would amount to something between $8 million 
and $9 millions, Di eS. 
THE CHAIRMAN: ‘Thank you, Mr. Macdon: «no 
MR, BLaCcK: Mr. Chairman, if you have no objection, 
we should prefer at this time to submit brief 5 in place 
of brief 4, This brief dcals with the extent of the 
dependence of governmental revenues and national income 
on manufacturing in Canada directly and indirectly. The 
pricf will be submittcd by Mr. J. 7, Stirrett, General 
Secretary of the Canad°an Manufacturers' Association. 
MR. J,T. STIRRETT: Mr, Chairman and Commissionerss 


In this submission we will cndsavour to show that 
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manufacturing, directly and indirectly, is 
responsible for a large proportion of the Dominion, 
provincial and municipal revenues, and also 

that manufacturing is a large contributor to 
national income ana to some extent to the individual 
incomes of practically all Canadians, 

Statistics are not used extensively because 
it is understood that the Commission has arranged 
with Government departments, the Dominion Bureau 
of Statistics, and a staff of experts to provide 
this type of information, but if special figures 
are vequiréd, we will try to furnish them, 

Ta. any ease, statistics can give only a very 
limited view of the dimensions, functions and 
accomplishments of the industrial system of Canada, 
All the members of the Commission have long and 
extensive experience with Canadian conditions, You 
have visted several provinees in the course of this 
inquiry and will visit all parts of Canada before 
its conclusion, You have seen and studied, doubtless, 
the ramifications of manufacturing, which affect, 
not only those employed industrially, but also, in 
Some way, those in other ocvupations, 

If we may, we would like to suggest a few lines 
of investigation which the Commission might consider 
undertaking, 

We beg to draw your attention to the following 
official statement of revenues and expenditures of 
the Dominion of Canada for the year ending March 
Zlst., 1937, published in the Canada Gazette, page 


480, issue of August 14th., 1937; 
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REVENUES AND EXPENDITURES, 


Ordinary Revenuc. 
Taxation Revenues 
Customs Duty 
Excise Duty 
War Tax Revenue 


Excise Taxes (sales, stamps 
ete, |} 


Income Tax 


Miscellancous Taxes 


Total Taxation Revenue 


& 


Interest on Investments 
Post Office 
Canada Grain Act 


Miscellancous 


Total Ordinary Revenue 


Special Reccipts (including Misc, 
Receipts and Credits to Consol- 


idated Fund} 


Capital Accounts ‘Credits and Refunds) 


Other Credits -~- (writc-down to 


Consolidated Fund, ete, } 


Total 


Ordinary Expenditure 
Debt Charges -- 
Interest on Public Debt 
Cost of Loan Flotations 
Charges of Management 


Subsidies to Provinces 


Total 


April. 2.) 3936 
to Merch S17 1937 


83, 771,090.52 
45,956,857.39 


152,473, 422.30 
102,365,241, 75 
1,984, 257.46 


386, 55C 869,42 
11,231,034.85 
34,274, 552.00 

1,192,099.40 
11,780, 399,38 


445,028,955.05 


8, 463,997.61 


616,069.00 


44,725,173 


454,153, 747.39 


137,410,344,54 
3, 839,481.43 
196,064.30 

13, 735,196.44 
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Old wis Pensions 
Finanec ~=- Gcneoral Expenditure 
Agriculture 

National Defence 

National Revenue 

Pensions and National Health 
Post Office 

Public Works 

Tradé and Commerce 


Transport 


Othcr Departments 
Total Ordinary Expenditures 


Special Expenditurc, 


Relief Projects, including 
grants-in-aid to Provinces 
Westcrn Drought Arca Relicf -- 
Governor-General: s Warrants 


Total Special Expenditure 


Government Owncd Entcrpriscs 
Consolidatcd Fund -~-= 
Canadian National Railways 


National Harbours Board 


Total Losses Charged to 
Consolidated Fund 

Loans and Advances Non-Active --= 
Canadian National Stcamships 


National Harbours Board 


T>tal Government Owned 


Entcrpriscs 


21,149,351, 52 
10,353, 235,65 
8,741,069,88 
22,923,092,62 
11,205,101.42 
55,253,007.07 
31,906,272.05 
14, 518,757.52 
9,381,017.62 
13,071, 435,71 
33,428,644.57 


—— 


€387,152,072.34 


Total 
April 1 1956 
CO. Maren 3) hoe7 


& (69,252 71d.29 
8,750, 990.48 


$0 28. O05. 10s ey 


4  43,303,393,62 
249,718.56 


43,553,112,38 


1,753,778,90 
2,419,192, 70 


44,218,526.18 
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Capital Expcnditure 
Public Works 
Railways 


Canals 
Total Capit<1 Expenditure 


Other Charges 
Consolidated Fund -- 
Write down of Assets, ctc, 
Non-active Accounts -- 
Write-down of Active Asscts, 


sundry Loans and Advanccs,. etc, 


Total Othcr Chargcs 


Grand Total Expenditure 


HxGe:;? of Expenditure Over 


Revenue 


3,236,563, 75 
203,035, 22 
51,944,87 


3,491,543, 84 


692,473.49 


18 487,114.63 


19,179, £88,12 


532,005, 432.25 


eee 


77,851,684, 86 


The largest item, excise taxes, amounting to 


over one hundred and fifty two millions, includes 


sales tax collections of over one 


hundred and 


twelve millions, and excise taxcs on sugar, 


automobiles, tires and tubes, matches, toilet 


preparations, soap, playing cards, cigars, wines, 


lighters, and transportation and telephones, stamp 


taxes, and collections from the three pcr cent 


excise tax on foreign imports," 


In a scparate brief -- 


I am anticipating 


alittle here bcesxuse I had assumed brief No. 4 would be 


read -- we have described the effect of the sales tax 


and have shown thit minufacturers ber 2 very heavy 
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Share of this load. In addition to acting as 
unpaid collectors of the sales tax for the Government, 
manufacturers pay large amounts out of their ow 
accounts in sales tax on materials and capital 
equipment, including buildings and machinery, 

which they purchase for use in their operations, 
lose payments which cannot be recovered from 
bankruots and absorb the tax in many cases in order 
to meet competition, The industrial population, 

as individual consumers, pay their share of the 
sales tax on their purchases, 

It will be noted that practically all the 

xeise taxes mentioned above are levied on 
manufactured goods. While the intention is that 
such taxes are to be paid by consumers, in many 
cases, competition, both domestic and exterml, 
forces manufacturers to mect prices by paying 211 
or part of these excise taxes themselves, 

The next item is income tax, amounting to over 
one bundred 2nd two millions, This comes from 
corporations and individuals and we believe that 
the industrial system, i all its ramifications, 
is one of the principal sources of this t2x. 

If the provinci2l Sources of income are 
examined, we believe that it will be found that the 
industrixl population, through production 4nd 
earnings, are responsible for a substantial portion 
of provincial taxes, It is respectfully Suggested 
thit the taxing departments of provincial governments 
be asked to 2dvise the Commission of the approximite 
amounts of tot2rl taxcs collected from manufacturers 
and their employces, 2nd from those who carn at 


least pirt of their incomes in occupations iffected 
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The large sumss pcrid out of the Dominion 
trersury for rclicf, pcnsions 1nd he.lth, 2na 
rrilwey dcficits werc distributcd throughout Cinada 
and bencfitcd people in 711 pirts of the country. 
It wis, to some cxtent,a distribution of tix:tion 
incomc, collccted largcly from the business “nd 
industrial areas, to all parts of Canadas to 
maintrin certain national scrvices, 

If these funds for pensions,rclief, and 
railwey deficits had not been avcilablse during 
reccnt yoirs, the conscqucnecs would heave been very 
Serious and the suffering very great. 

There is the promisc of uncmployment 
insurincc and the prospect of hcalth insurance on 
& matioml basis, and it is cxpected that the 
governmental portion of thc burden in both erses 
would be borns by the Dominion Government alone. 
Where is the moncy coming from? We know from 
experience that, in recent years, ind expeciclly 
Since new dcpair$ments of expenditure have come 
into existences, that 2 good share of the taxes has 
becn prid by thc busincss ind industrinl population, 
and we fear that, if additional nrtionil spending 
departments ire crextcd, still largcr amounts will 
be cxaictcd from the simc sources in future, 

In derling with the contribution to taxation 
by those engaged in minuficturing and by those 
indircetly conncctéd with it, we beg to cmph2size 
the fact that texcs come out of surpluses or 
eapital, Where thcre =rce no supluscs, there ean 
be no taxcs, unlcss thcy are tiken from capital, 
If 211 surpluses, or too large a proportion of 


surpluses, irc taken by taxes, th: result will be 
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Serious, and if taxes are taken out of capital, 
another name for savings, the ultimate effect will 
be €isastrous, 

We propose now to describe the relation of 
manufacturing to the incomes of all Canadians. 

In this connection, we invite attention to the 
following statement, which shows the development 


of manufacturing in this country: 


GENERAL MANUFACTURING STATISTIC: FOR CANADA 


No... of Salaries & Gross Value 

Year Employees Wages of Products 
$ (C) 

1870 187,942 & . 40,851, 009) 8 “S20 617.793 

1929 694.434 813,046, 842 4,029,371,340 

1935(A) 582,874(B} 590,326,904 2380 boo laces 


(A) The latest official figures available are 
for 1935, and the Dominion Bureau of Statistics states 
that the 1936 figures will not be available until 
March, , 1.938. 

From monthly statements issued by the Dominion 
Bureau of Statistics, it appears that employment 
volume of production in manufacturing during 1937 
was close to the peak figures of 1929. 

(B) Because of a change in the method of 
compilation by the Dominion Bureau of Statistics, 
the number of employees in 1935 is an under-estimate 
when compared with the number shown in 1929. [In 
1929 the average number of employees for all 
manufacturing was obtained by summing the averages of 
individual plants based on the number of months 
in actual operation, In 1935, however, the 
aggregate of the monthly figures was divided by Ley 
irrespective of the number of months during which 
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individual plants may have been in operation. 
Thus the present met.od of computation gives the 
man-year that each plant operates, 

(C) Production reports of individual industries 
issued by the Dominion Bureau of Statistics show 
"Gross Value of Products" to be "Selling Value at 
Factory or Works," 

A great sum of money, exceeding four billion 
dollars in 1929, which represents the selling value 
of goods manufacture’, is released annual 
throughout Canada and it would be difficult to 
find anyone who, in some degree fails to bencfit, 
divectly,oOr indirectly," 

THE CHAIRMAN: Havc you the figures available of the 
other main branches of production in industry in Canada? 
What was the value of agricultural production in 1935? 

I just want to get a picture of the relative values, 

MR epyelleReoes » The one Mr. Chairman, which will 
give part of the information requested, at least, will be 
found from a survey of the production in Canada in 1935 
issued by the Domimion Bureau of Statistics, Allowance has 
to be made for a certain amount of duplication as between 
the industricsg but that is explained in the note underncath 
the tables, and they are listed, The gross and net for 
apriculture, forestry, fishcrics, trapping, mining, 
electric power, construction and manufacturing are given 
for 1934 and 1935, 

THE CHAIRMAN: Have you the comparable figures for 
1929? Where you use the $4 billion for manufactured 
products in 1929, I was wondcring if you had the comparable 
figure. 

MR. STIRREBT: That information could be obtained 


from the Dominion Burcau of Statistics, This was issued 
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in 1927 and the onc issucd in 1937 would give these figures, 

THE CHAIRMAN: You have not it before you? 

MR, STIRRETT: I have not, no sir, 

COMMISSIONER ANGUS: The $4 billions is the gross 
figure? 

MR. STIRRETT: Yes, the gross figure. Some conSidcr- 
ation would have to be given for duplication, This explains 
fully the basis on which it is compiled, The bricf 
continues: 

"It may not be known, generally, how great a 
proportion of thc population is affectcd by condition 
in manufacturing, If cach industrial workcr has on the 
average three dcpcndcnts, about onc~-quartcr of the 
entire population of Canada depend directly on the 
salarics and wagcs paid in Canadian factorics. In 
addition to thesc, there are large numbers cngaged 
in othcr occupations who derive part of their 
incomes at least from industrial sources, 

This growth is duc largely to Canadian 
enterprise and thrift, and only to a comparatively 
small extent to the investment of capital from 
othcr countries, wehcome though that has been, In 
support of this we refcr to the following statement 
in the Canada Year Book, 1937,edition, page 871: 

ITt is estimated that the amount of capital 
invested in Canada is $18,000,000,000. This sum 
ineludcs the bonded indebtcdness of Dominion, 
provincial and municipal governments, investments 
in railways, 211 manufacturing conecrns, mincs 
and metal industries, public utilitics, trading 
establishments, finances, insurance, land and 
mortg2gcs. It docs not include private capital 


in domestic enterpriscs such as farms, homes, etc, 
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Of this sum it is cstimitecd thit 624 pcr ecnt, or 
¥11,200,000,000 is owned in O:n2d2; 22 per cent, 

or %$4,000,000,000 in the Unitcd Stites: 15 per ecnt, 
or $2,800,000,000 in the United Kingdom; 4 pcr ecnt, 
or 995,000,000 in other countrics, 

"If thc basis of comparison is total nitional 
wealth, British and forcign investments dcerc2se in 
Bignficanece, Canada's nitional wealth in 1933 was 
estimetcd at $25,768,000,000; nct British %nd 
forcign Savestments in Cxn2d2 were 2bout $4,785,000, 
OOO sor 16.5 per cone of tie Tete.” 

The owncrship of e2pit2l invested in Canadizn 
manuf:cturing cstablishments only, rccording to 
available stztistics, was in the following proportion; 
Canadian, YO per eGnt: United States 20 pcr cent; 
British and other countries, 10 per ccnt, 

We wish to indicrtc very bricfly how 
manuficturing 2ffccts those in othcr occupations 
end to stress thc necessity of fricndly cooperation 
among all departments of national sctivity. In 
this connection, it is suggested that the incomes of 
the great majority of the cntire population =re 
affected, in some dgreec, dircetly or. indirectly, 

b: the sucecss or frilure of manufacturing operntions, 

Manufc2cturing is only one brinch of production, 
among many brinches such is aigriculture, lumbcring, 
mining ind fishing. In some ways, their methods 
and processcs ire similiar to those of minufacturing. 
They arc 2ll interdependent. As an illustration 
of this, lct us trike the relition of industry 

and agriculture, It is estimated that the great bulk 
of farm products of Canada is used 1t home, An 
official handbook, published by the Pominion Buresu 


of Statistics in 1934 sys: 
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TApproximetcly 85 per ecnt of our total 
agricultural production is consumcd in C7n2d3." 
This percentage fluctuates from year to 
year according to value 2nd volume 2nd 2160 428 
4 result of classificition of products, but we 
believe from information available that it is 
reasonably accurate to say thrit from seventy-five 
to eighty-five pcr cent of the total 2gricultural 
production is used 2t home ind thet from fifteen 
to twenty-five per cent is exported, There is 
considcrable concern, at times, over the 
problem of marketing the export2rble agricultural 
surplus. If the siturtion were turned rboeut and 
tne country had to find Oetorata markets for 
Seventy-five or cight~fiwe pcr cent, or even that 
part of agriculturil pooduction which is now 
used or consumed within thc borders of this 
country by those cng2agcd in and dependent upon 
industry, the problem would be insolvable, The 
cities, towns and villages. which cre lergely 
the result of industrial cxpcnsion, have populations 
Which consume 2 large percent ge of such products, 
Incrersingly largs amounts of agricultural products 
are ysed in industrial processes in factuties, 
According to the Canada Year Book, 1937, of all 
materials uscd in the monufricturing industrics of 
Canada, 26 per cent are of Canadian “arm origin, 


The domestic market in Cinsd.2, which is now worth 


’ 
. four or five times more to Canadiin agriculture than 
all export markets combined, has become increasingly 
essential because of the growing tendcney of 

other countrics to producs thcir own food supplies, 


We 2re 2aw2re that the home merket is more valuable 


to farmers locatcd in highly industrialized sress 
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than to farmers in othcr arc7s and we believe 

that this should be taken into account and some 

further compensation should be provided. In time, 

the growth of industry will increase the capacity and 
value of the home market in all areas, fThe prairie 
provinces for example, since their orgsnization 

have developed industrial organizations, which already 
compare favourable with those in some small independent 
countries. The following statistics indicate what 


has been accomplished: 


MANUFACTURING STATISTICS IN THE PRATRIB: PROVINCRS 


Gross Value 


No. of Employees Salaries and Wages of Products 
Man, Sask, Alita, Man, et Alta Man» Sas}....Alta, 
dp b h 
a) 4p 
(OSO*s cmitted) (O0O's omitted) 
MAO 113 ESTs E950 O,o0L 681 1,129 27,857 2,444 4,980 


) 26,318 8,047 13,478 34,159 10,439 16,460 163,806 80,436 16,8m 
3 23,239 6,355 12,087 24,70. 6,524 12,504 117,734 46,821 73,283 


These are the latest statistics available, but 
it has been pointed out in presenting manufacturing 
statistics for Canada, that monthly official state- 
ments indicate that 1937 statistics of manufacturing 
will be near those of 1929," 

THE CHAIRMAN: You think the production, both as to 
quantity and value, of manufacturing indwstrie. in 1937 will 
be approximately the same as 1929°? 

MR, STIRRETT: I should not like to make a definite 
statement, We have been watching the monthly bulletins of 
the Dominion Bureau of Stetistics, and their indices 
indicate something of that. Exactly what it would be I 
do not think we are in a position to say, but it is approach- 
ing it, at any rate, I continue with the brief; 
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Systems do not grow quickly. Industry, in the 
Older provinces, has been developing for over a 
hundred years, With these facts in mind, it seems 
obvious that the industrial expansion of thirty 
years in the pral-le provinces has been a marked 
achievement. On the whole, Canadian agriculture 
and industry are complementary and interdependent, 
Each contributes to the other and what helrs or 
injures one helps or injures the other, 

Mining and manufacturing give another example 
of interrelation and cooperation, Canadian mines 
provide a most valuable market for Canadian 
manufactured products ané it is gratifying to report 
that Canadian mincs are almost entirely supplied by 
Canadian factories, which now maks the largest 
machines and ai-icles of cquipment, that were formerly 
importcd, On thc other hand, Canadian manufacturers 
buy from the mincs large supplics of base mctals, 
building matcrials, fucls and other products, 

The similar intexdependcnce of manufacturing 
with lumbcring, fishing, and other departments of 
production is so obvious that it needs little 
comment , 

In the fields of finanee, retail trade, 
professions and rcal cstatc, relations with manufact- 
uring are vital and an important sourec of income, 
fake the factorics out of a town and a large part of 
the existing busincss, markcts and cmployment 
disappears, £bolish manufacturing from a country 
and the same disastrous result follows on a large 
ecale, 

Wc wish to present somc special information 
in regard to the transportation system of Canada, 


bseause of its importance to Canadian cconomy, 
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The canals, harbours and similar facilities 


under the jurisdiction of the Fcdcral Government, 


since Confeder2tion to Maren oi. 1934, represent 
an investment of $670,231,100, Turing the same 
period the cost of minteninee, opcration and 
Ssubsidics in connection with thesc facilities 
totalled $236,389,200. The totrl of these two, 
with $82,173,800, for dredging mikes > grand total 
of $988,794,100. The foregoing inform=tion ws 
Secured from 1 pamphlet "Waterwrys of Canid2," 
issued by the Transportation and Public Utilities 
Branch, Dominion Bureau of Statistics, Sttawa, 

in 1935, 

Railway transportation, at Peeember dl, 

1935, represented cipital amounting to $4,450,264, 
409. For full information in regard to raiiway 
earnings, expenscs and deficits, you are referred to 
the publication "Statisties of Steam Railways of 
Caneda for the year eneéeeslocemper’o2, 1955)" 
published by the Dominion Bureau of Statistics. 

Air transportation facikities are lareciy 
confined 2t present to movements of triffic in the 
northern ereas,-but shortly there will be established 
a trans-continental service, extending across 

anzda, controlled by the Canrdian National Riilwiys, 
and representing 2 prcliminary investment of 
$5,000 ,000. 

In 1936, the invcstment in sonnection with 
Givil aviation in Canzda wes $67,179 in flying clubs 
and $4,632,220 in commercial flying, The flying 
elubs, in 1936, reported total operating revenues 


of $198,401, totel operating expenses of $182,325, 


ne a: 


hs) t : bis a ay i iv 7 F ak a 
‘ ; 0? a / 

i “yi , } 

‘ ¥ i 
i i 


| a ce 4 epeiress ge nh : 


Aan. Game 
rein 
i 


ee 


ie as of Sritawone ea tegle’ bem | oe \ 
es: ie. bey aot + ab pane i A tat: ae vy. 
oe eae at oe na abet: 0 ba Bommaane oo ks ae ar : 
| Po. aie dt a 3H te, ay sebtanarnn: sot tey $ . 1 ¥ < a 

eit aber ‘ie. si ra ¢ goo ra et ee sete a 
wooliusd ie 6 ‘eee rid aot thoet ae re, Dag etsag _ ‘Y 


- 
7 
— a 


wae dusts a HOLE ale » nos dap ani sf th in ie 

‘outs a ita: st oe i See ad sad te, Soakinee 
bores. cai ah hen | piste eaneie aad @ ot eheaazoR a | | ‘ 
agus Barbar sane... ors, Loses trpe sensi ie | wi e 
o wb Bs pmo Ai gedora, ~ ene ‘wd, bokionenoe athens : Bn 
ie, es 2s tp eg na "2a i” antigen ue eae. 


ise noes wine we  eisine wed att “Feat 
adel gti ght smi ‘ome ra are abet pit) soitteteg, Dirte 
gary Ad, nat Tete en, ok ecuemeys a 


‘> 


i 


— 


abimsvon andtenere ator ast AB | oy ai i 
| “888 sbi ™, sacs spear. toto t a 
ne f hy) “all f 

pis eae OREN 

, r 2/9 a ey at) 00 Ge) 


2427. 


leaving a net operating revenue of $16,076, while 
commercial flying had total operating revenues of 
$2,501,242, expenses of $2,330,019, and a net 
operating revenue of $111,223, 

The foregoing information was taken from a 
pamphiet entitled "Civil Aviation in Canada 1936", 
published by the Transportation and Public 
Utilities Branch of the Department of Trade and 
Commerce, 

Righway transportation facilities, including 
the roads which are chiefly built by the provinces, 
were provided to a great extent by the creation of 
provincial highway debts totalling $492,290,334 at 
the end of 1935; 

The total registrations of motor vehicles in 
all the provinces in 1935 is shown as 1,176,116:° <= 
motor trucks, 170,280: passenger automobiles 984,700, 
and the balance taxi cabs, motor buses, motorcycles 
and ambulances, Public service vehicles, operating 
for hire, totalled 16,578 and trailers 6,349 in 
the same year, 

The gross tax on motor vehicle owners and 
opsrators of all kinds, including provincial sales 
tax on gasoline, amounted in 1935 to $54,623,623, 

This information was taken from a pamphicet 
entitled "The Highway and the Motor VYehicle in 
Canada, 1935," published by the Pransportation 
and Public Utilities Branch of the Dominion Bureau 

f Statistics, 

This great and every growing transportation 
system necds freight and passenger traffic in 
larger quantities if it is to be maintained and 


@eveloped, and, as manufacturing is a very important 
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source of both freight and passcngcer reccipts, 
it is obvious that manufacturing and transportation 
have vital interests in common, 

Railway records show that a great dca: of high 
grade profitable frcight originates with industry 
and that the earnings from this traffic cnable the 
railways to give lowcr rates on primary products. 
It is truc that a transportation company rcecives 
the frcight on an imported article from the port 
of entry to its destination in Canada, but, on a 
Canadian product, the transportation comp2iny gets 
the freight on the raw materials to the factory 
and on the finished article from the factory to its 
destination, It also benefits from the passenger 
snd freight traitic arisingectrom the Txctory 
population. In othcr words, transportation derives 
vastly greatcr revenucs from Cangdian industry 
than would be reccived from the cerrrixge of 
imported goods only. 

In addition to building up a great domestic 
industrial system, manufacturers have -dded to the 
nationel income of Crncda by miintarining ind developing 
& very considcrable ¢cxport trade. Canadien 
manufzeturcs x2re now sold in over 1 hundred countrics, 
In order to remove any misconception that Canada is 
principally 2n exporter of primary products and raw 
miteriils, we submit the following anclysis of 
Ganadian exports for the year ending March 3ist., 
19ST: 

THE CHAIRMAN: Under what heading docs pulp come, 
partly manufactured? 

MR, STERRIT: Yes, I think it would. 

THR CHAIRMAN: Paper under "fully manufactured"? 
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MR, STIRRETT: Well, I do not like to answer 


Sspecificrlly, I think they are compiled 


--- I do 


not know exactly where the Dominion Bureau of Statistics 


draws the line as between then. 


There are all kinds of 


dividing lines between fully and partly manufactured 


goods, and unless one knows their exact method it is 


rather difficult to say. 


and pulp "partly", 


I would say paper was "fully" 


THE CHAIRMAN: I just wanted to have that as an 


illustration, 


MR. STIRRETT: The brief continues: 


Canadian Exports 
All countries 
Europe 
North America 
South America 
Asia 
Oceania 
Africa 
British Empire 


United Kingdom 


to 


Raw 
Materials 


35,9 
51,0 
26,1 

4,6 
16,8 

644 
3559 
40.6 


47.3 


Partly 
Manufactured 


27,9 
25,5 
35.0 

148 
41.3 

6.7 
2769 
2152 


24,4 


Fully 
Manu- 
factured 
36,2 
25.5 
38,0 
88,2 
41.9 
86.9 
36,2 
38,2 
2040 


This return is taken from a book entitled "Canadian 


Balance of International Payments, 1926-36, inclusive," 


published by the Minister of Trade and Commerce, Dominion 


Bureau of Statistics, Ottawa, 1937 


"Over one third of the members of the 


Canadian Manufacturcrs' Association are engaged 


in export tradc and are responsible for a great pro- 


portion of the exportion of manufactured and 


partly manufactured goods, 


In the statemcnt of cstimatcd Canadian 
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balanec of intcrnationaly payments for 1936, 
publishcd recently by the Dominion Burcau of 
Statistics, the most important figure is a net 
credit, "corrcetcd total of commodity trade," of 
over three hundred and twenty two million dollars, 
It is significa: : that this practically equals the 
total net ercdit on all items in the eurrcnt 
account of goods, gold and services, When the 
calendar year 1937 figures are available, this 
credit will probably bc lower, as imports for the 
twelve months endcd Novembor, 1937, increased in 
grcater proportion than exports, In corroboration 
of this, 2évane. figures of the Dominion Bureau 

of Statistics show that imports of merchandise for 
the twelve months, cndcd November, 1937, were one 
hundred and cighty~-cight million dollars greater 

in velue than those of the preeccing twelve months, 
whereas expo ts of Canadian products, for the same 
period, excluding gold bullion, were only one hundred 
and five million dollars in ex:<sss of those for the 
preceding twelve months, 

A surplus of exports is necessary to service 
the debts contracted with other countries. Canadian 
¢xports, 2lmost two thirds of which are manufsctured 
or partly manufactured goods, improve Canadi's credit 
position by permitting the payment or repstriation 
of a considcrable amount of debt held abroad, Any 
large replacement of goods mede by Canadian 
industry by importcd products would render more 
difficult the problem of Pindie won of paying for 
them, MTherc are obviously some limits to 
exporting bce2use so Many countries are pur suing 


policics of restricting their imports, which would 
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remain largely unaffected by anything Canada might 
do, owing to fear of war and their own domestic 
Conditions, Some years ago, any deficiency in 
available credits for use abroad was made good by 
further borrowing but, under prevailing conditions, 
this method is scarcely deSirable, More and more 
nations are coming to find that the easy method of 
borrowing from the seller money with which to buy 
his goods is becoming impracticable, 

We have endeavoured to show that Canadian 

industry is contributing heavily to governmental 
revenues, We have emphasized the need for every 
possible economy in governmental administration, 
We have urged that taxation should not be ineseased 
to a point where it will prevent industry from 
Serving the country adcquately, 

We now submit that, if in’ .stry is to 


continue to do its share, reasonable safeguards for 


v7] 


the industrial system and thoss connected with it, 


It was encouraging to note that, in the 
representa ions made to the Commission at Winnipeg 
and Regina it was not suggested to any extent that the 
sys2zem of national protection Should be abolished 
or changed in any important degree, or that the 
rates of duty on imports should be reduced, It 
was suomitted that some parts of Canada do not 
derive as much advantage as other parts of the 
country from the industrial system and that some 
additional compensation should be provided, 

We pansesge that this is a reasonable point of 
view and desire to associate oursclvcs with it and 
to support it in so far as the application of the 


proposal is practicable, fair and in the national 
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interest. It is fundamental to the success of 

a fiscal system in any country that all areas and 
those engaged in all occupations shall receive 
benefits. I+ is not claimed that any national 
system of protection has no disadvantages but it 

is respectfully submitted that, in Canada, the 
advantages greatly outweighs disadvantages, It is, 
therefore, expedient and necessary to remove, as 
far aS possible, the disadvantages, while retaining 
the advantages for the benefit of the whole 
country. 

There is only one real argument against the 
system of national protection in Ganada and it is 
that people pay more for some manufactured goods 
under customs taxiffs than they would pay if 
tariffs were 2abolished. This is an argument which 

merits consideration because it is in one sense 
true. If all customs tariffs and other scfeguards 
were abolished, and if Canrdian producers were 
exposed to the full competition of European 
countries, with centuries of industrial skill 
and low wages, to the competition of Asiatic 
countries where the w2ges are only 2 friction of 
Canrdian wages, and to the competition of the 
great financiil strength ind mass production af 
the United States, it is certain that Canadians 
for a time, would be able to buy many kinds of 
manufactured goods 2t lower prices thin they .2re 
now prying, But 1s imported products displaced 
Ganrdizn products in O2nid:, obviously Canzdirns 
would lose employment. Fractically 211 types of 
business would be adversely affected. Agriculture, 
lumbering and other breaches of primery production, 


A 


aot 


: ene pt i. i 7 


wee daeibege: sre sey wD ine! ab oar? | ay a. 
boon: bow sontsn0m “6 ue th enon weer: seem tee | A i 
RY eae AT pow phe to lg atone amotam: obo ; ’ i NSP ) 


ni iinet Bae eben nt b rotons reno t tea Mo wate: ot 


dite daskageh of eb abot  bometbods oxow otties ti. 
) @iee onto of ab oi Pawo ad" aokdenoptanoe” agen a 
abet: 1a ote ead bis _eEbaned nootane, £L¢ tT. ond. 


ed 


ray hE 


- Se 


ert g ie arvdabionng Shang 


aor | : 

Fob fertentiat tone raidiey oe tty ,ealxtavos aes. 

SLPPABA to ones OL sted. nanan: anes y 

tb: masiiorts © teive ops sage! aiid eeeltin aad eee: ara 

| ota to Webdts seman: wild of bir aagew ceebeneD | fe ol 

te fottowbonr noe. ta sgavabe Cetoptoth He—e a. 

wine EacieO wows. divtsas at tt ended. Battal ody save 

me eh ie 0 Hea Ko SOx we ene 
gis qed edt eo ing rawol de eROmB ioandoctacem 
cnc nar br ar 20g otbigrg: won 
ates £8: ee BhaeMMO 41-6 eo apo ad ou borg anebrno 

) Satie Hee fhe hare toe es tommntarenentbtaee 
1 oeting tag sedate. 0x ibe ol Dinomacoutend — 


| NAG. . Nah 
ghlowitoho ty comers , noe id “adto sili chdanediad ee 
| CA Ere, “ ih uy 
ae a | i 
| ve Ee vehi 
Seo? Ae 
ay As 


‘ rh bys aD bra yl 
' 9 PAS cane ify 
nine P Ut Pe enn 


2433.4 


whose best market for thir products is in C-n7d-, 


would suffcr,. 


(Page 2435 follows) 
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"Tue effect of sudden, extensive and unfair 
competition from abroad was cescribed by the Right 
Honourable W.S.Fielding, Minister of Finance, in the 
following words, when he introduced the first anti- 
dumping legislation in the House of Commons in 
1904:--'They send the goods here with the hope and 

the expectation that they will crush out the native 
Canadian industries. And with the Canadian industry 
crushed out what would happen? The end of cheapness 
would come, and the beginning of dearness would 

be at hand. Artificial cheapness obtained today under 
such conditions, at tne expense of dearness at avery 
near day in the future, is not a system of which we 
could approve or which any of us on either side of the 
House could encourage.” 

THE CHATRMAN: Without expressing any opinion whatever 
on the conditions of 1904, would it be fair to say that 
under the conditions existing to-day the object of the 
Auwerican manufacturer in sending his goods into Canada 
and selling them at a lower rate would be to get rid of 
his surplus product rather than to destroy Canadian industry? 
Would not his object be simply to market his goods, 
whatever the effect might be on Canadian industry? 

MR. STIRRETT: Well, Mr. Chairman, I respectfully 
submit that the result might be the same, 

THE CHAIRMAN: The result might be the same; I am 
thinking only of the object. Without projecting myself 
back to 1904, but taking the conditions that prevailed in 
19575) 5 Lind 20 difiicult torthimk that the American 
manufacturer who ships his goods into Canada at a low rate 
is doing so with a view to destroying Canadian industry. 


If he does ship his goods in on those terms it is to get 
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rid of any surplus he may have as a result of conditior 
in his own market. 
MR. STIRRETT: I should think that would be his 
Object; there is no.doubt about that. 
" Some, while agreeing in a general way with our 


submission, might contend that prices could be 


lowered if industry paid less in dividends. They, 


apparently, are under the impression that manufacturing 


is a very remunerative occupation and that all 


manufacturers make large and easy profits. This 


erroneous conception is perhaps strengthened by the 


published reports of a few of the most successful 
companies. The average return would give a more 
accurate indication of the financial returns of 
industry. Statements compiled from the official 
Statistics of Income of the Treasury Department 


of the United States by the National City Bank of 


New York, published in March of this year, show that 


for the 18-year period, 1917-1954, the average 


annual net profit of all manufacturing corporations 


in the United States was only S.7k per cent. of 


gross income, while 96.29 per cent of gross income 


was paid out for wages and salaries, materials, 
and supplies, operating expenses and taxes and 
charges to depreciation and reserves. The same 


authority states that the rate of manufacturing 


profits on net shareholders' equity, after payment 


of interest on borrowed capital, averaged only three 


and one fifth per cent for the 10-year period, 


1925-1934. Unfortunately, such statistics for 


Canada are not available but we believe that Canadian 


returns would not be higher than those from United 


States industry." 
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THE CHAIRMAN: May I refer you to the statement: 
"The same authority states that the rate of manufacturing 
profits on net shareholders’ equity, after payment 
of interest on borrowed capital, averaged only three 
and one=fifthi per cent for the ten-year period, 
1925-1934," 
What do they mean by that? Do they mean, on the stock 
outstanding? 
Mi SSTIRREDTss) iihave, thenrepert heres it, iss highly 
technical and I have used their exact wording. 
THE CHAIRMAN: Can you interpret it for us? 
MR. STLRREIT< oc dognot, believe, liam capable: of» doing 
SO. 
THE CHAIRMAN: is the three and one-fifth per cent 
on the investment, or is it on the stock issue? I should 
be surprised to find that it was on the investment, because 
I can hardly understand a man going into business, with the 
risks that are involved die copes wad vice with only that 
return on his investment. It may be that this return is 
on the stock issue, which would represent their equi ty. 
The question as to how far the stock represents actual cash and 
how far it represents good will or water is a big one. 
The question is, what is weant by shareholders' equity? 
MR. STIRRETT: I am afraid I shall have to ask 
for more time to answer that question. 
THE CHAIRMAN: You might let us know later. 
WR. STIRRETT: i have used. their exact expression, 
but I am not quite sure what they mean by it. 
THE CHAIRMAN: It is not helpful to us unless we 
know what is meant. 


MR. STIRRETT: I will get an interpretation for you. 
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" The greatest item in the cost of manufacturing 
is wages, and would anyone ask that prices be 
lowered by a general reduction in the standard of 
living of Canadian workers? 

We venture to stress these points because we 
kelicve that Canadian manufacturers and their 
employees, speaking of the great majority, are 
making and selling their products as economically 
as possible under prevailing conditions, which 
include heavy taxes, severe competition, and a 
relatively small population in a large country. 

There may %e some, and we think that they would be 
few in number, who might say that the industrial 
system could do everything that it is doing without 
the need of any safeguards. Such a view ignores 
all experience. We do not know of one industrial 
country which has ever developed manufacturing to 
any extent without a customs tariff and other safe- 
guards. ertainly there is no ianufacturing 
country in the world today without them. Many 
industrial countries which compete keenly with us 
have a greater degree of protection than Canadian 
producers. In Radel en LO bovis many of thei. 
including’ the largest andustriail countries of Burope, 
use emba.goes, quotas, and exchange regulations, to 
limit or prohibit imports. We are not defendim 
all these things, although many countries say they 
find them necessary, and are hopeful that some 
these restrictions will be relaxed in order tha 
international trade may recover more rapidly. 
Nevertheless, we are living in a world of realities 
and Canada cannot hope to maintain her industrial 


position and her export market as well if her home 
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“market, the most valuable by far, is taken fran 

her by importations from countries which zealously 

Orotecs toeir own nome markets. That is not fair 

competition, All that we ask is, a reasonable chance 

in international and domestic trade, If the carning 

CaApacaLy Of industry 15. impeired, it is difficult 

to see how the national income and national taxes 

Gan bei medntained. ' If, on the other hand, indutry 

ig not taxed beyond capacity to pay and remain 

Grricient, snd if Canadian producers are safe- 

guarded to the extent of equalizing conditions 

With their competitors, Canedian industry, which 

encvers Inuo ¢cyery Sart oc mational activity and 

SlLzSCuS practically every iercizen of Canada, can 

and Will Continue to ¢o ite Tull share in restoring 

prosperity, solving financial and economic 

problems and, in developing’ the country. 

In conelusion, we bese to assure you that we do 

not wish to exaggerate the importaBce of the position 

Of menutacturing in the mational economy of 

Canada. We realize that we represent one group 

only, although its ecsivaitices affect. the welfar 

of so many others, and we earnestly desire to assist 

you and those representing other occupations am 

interests in every possible way during the progress 

OL VOUT Inoui ry. 

THE CHAIRMAN: This morning I raised a question 
Waich,is incidentally touched on gn this portion of yorr 
brief -- a question in connection with the opening state- 
ment by Mr. Black on the reduction of national expendi tures. 
I understood him to say that it would corie up again in 
greater detail in another Part. Is it in Part.JV or only 
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to have you throw some light upon it. 
MR. STIRRETT; There is a suggestion of it in the 
study of the dominion's balance sheet on pages 1 and 2. 
THE CHAIRMAN: Of Part V? 

MR HTLRRETE: 1 Yes. 

_ THE CHAIRMAN: The problem is this. We are called 
upon to investigate the whole problem of debts in Canada, 
and it is being very frequently suggested in the press 
and elsewhere that the problem is how to reduce our debt 
and how to reduce taxation. In your opening statement 
you say that if ET eine be reduced by even 10 per cent 
it would largely solve our problem. What I should like 
to know is whether your association has considered the 
question how that might be accomplished. Have you 
any suggestions which we could consider as to any method 
whereby debt and taxation could be reduced? 

MR. STIRRETT: I have no instructions to indicate 
any specific points on which reductions should be made. 
Perhaps our council are approaching the problem from the 
point of view of a manufacturing concern. Possibly they 
are thinking of it in terms of manufacturing. A 
manufacturing concern says, “we will cut expenditures 10 
per cent", and each department reduces to that extent. 
They make cuts where they can. 

THE CHAIRMAN: Everyone would agree that it would 
be a great benefit if debts could be reduced and taxation 
cut. At least I believe that most people would agree 
with that, although some might take a different view. 
The majority of the people, however, would no doubt agree 
With it. But it does not help us in our deliberations 
merely to be told that it is desirable, unless some 
suggestions are thrown out, which would come within the 


scope of our investigation, as to how it might be done, 
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so that we could make some recommendation. 

MR. STIRRETT: I can only say that I have not any 
instructions to make any specific recommendations. 

COMMISSIONER DAFOE: Would it be 2 fair inference from 
your statement at the bottom of page 6, the first column, 
that it is your impression, from the rapreaentitions made 
by the governments of Manitoba and Saskatchewan, that 
they accept the present tariff system of Canada as being 
in the interests of the country? 

Men, STIRRR Tey i ail sornya SiR ok did. not quite 
catch the question. 

COMMISSIONER DAFOH: Would it be fair to infer from 
your statement at the bottom of page 6 that in the 
presentations of the Manitoba and Saskatchewan governments 
they accepted the existing tariff system as in the 
interests of Canada? 

Me, SlARRETYs No, T.would) notbusay that, 

COMMISSIONER DAFOE: That would not be a correct 
iat eeence7 

MR. STIRRETT: WNo. 

COMMISSIONER DAFOH* What they accepted, I think, 
was the sense of political impotence to change it, rather 
than any suggestion that in their judgment it is in the 
interests of the country. 

MR. ST.LAURHNT: There are a few questions which I 
should like to ask. On page 3 of the brief the statement 
is made that if each industrial worker has on the average 
three dependents, then about one-quarter of the entire 
population of Canada depend directly on the salaries 
and wages paid in Canaddan factories. I assume that 
this conclusion is drawn not only from statistics but 
from your knowledge of economic conditions throughout | 


Canada, which would appear to you to make this a fair 
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statement of the situation. 

MR. STIRRETT: Yes. 

MR. ST.LAURENT: For 1935 the number of employees is 
given as 582,874. 

MER. STIRRETT: Yes. 

MR. ST.LAURENT: Would that wt the total number 
of those connected with the manufacturing industry 
including not only factory workers but executives? 

MR (STIRRRTT:,All thosesiny industry, 

MR. ST.LAURENT: All those receiving salaries or 
wages from the manufacturing industry? 

MR. STIRRETT: From manufacturing, yes. 

MR. ST. LAURANT: And the salaries and wages are shown 
in the next column, $590,000,000, or an average of a 
little over $1,000 per individual. 

ME. (STERRETT: wYes. 

MR. ST. LAURENT: The next column gives the gross 
value of the products, that would be the selling value 
of the product in the home market or in foreign markets? 

MR. STIRRETT: That is covered in Note (C) on that 
page. It is the gross value of products, which is the 
selling value at factory or works. 

MR. ST.LAURENT: For the year 1935, can you tell 
us approximately what proportion of the economic turnover 
that represented? 

MR. STIRRETT: I do not quite understand. 

MR. ST. LAURENT: What proyortion of the gross total 
value of production in Canada would that be? 

MR. STIRRETT: I think I would rather have the 
Dominion Bureau of Statistics answer that question, 
because there are a number of qualifications to be taken 
into account in the way of accounting and drawing lines 


between different industries. 
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MR. ST.LAURENT: Roughiy, would it be more or less 
than half? 

MR. STIRRETT: Itdapends whether you consider gross 
Or net. , It: is .4,rather difficult question to answer. 

MR. ST.LAURENT: In any event, it is a very substantial 
portion of the trade of Canada. 

MR. STIRRETT: Yes. 

MR. ST.LAURENT: And I gather from other parts of 
the brief that it is a portion of the trade that takes 
& substantial percentage of the tax levy. 

MR. STIRRETT: Yes. 

MR. ST.LAURENT: With respect to that question as 
to where and how, if it is possidle, any substantial 
economy can be ©ffected in public expenditure, is it 
a fact that the association has no other representation 
to make tian that which we find in the brief? 

MR. STIRRETT: As regards making specific recommendations 
Looking to reductions? 

MR. ST,LAURENT: Yes. 

WR. STIRRETE: No, we have received no instructions, 
Would the Commission like to have us ask for such 
instructions? 

MR. ST.LAURENT: This Commission is inquiring into 
something that concerns us all, and your association 
represents quite a substantial part of the Canadian 
population; it represents also a considerable proportion 
ofithe tax paying population of the country, and if there 
is anything that should be considered it would seem 
worth while to bring it out and examine it and céneider 
whether it is feasible and will work. 

UR. STIRRETT: In the discussions in our council 
the position was taken rather that we would enunciate 


a general principle but that when it came to details 
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we must recognize the fact that we were without the 
necessary information and did not know the relations 
between the different governments, or costs or matters 

OL that Sort. They were thinking practically more or 
less of their own methods. If whey .Gecoide, to icuk: LO wper 
cent they do so. 

MR. ST.LAURENT: I am not suggesting this as a reproach, 
but we all have the impression that it is costing us too 
much, though there are not many of us who seem to know 
how wWé can can get along without spending money. 

If that is the situation, perhaps we shall have to face 
the expenditure as it exists. 

MR. STIRRETT: In certain representations that have 
been made there seems to hawe been rather an apprehension 
about increases instead of reductions. 

MR. ST.LAURENT: The question is a delicate one, 
but this Commission is a non~political body appointed to 
inquire into the econommec situation and to get at the facts, 
and if there are any facts that the Canadian public should 
know and should take into consideration, those facts mould 
be brought out. If there are none, or, if, all the facts 
have been already submitted to us, we shall have to 
take them as we find them. Are there any other 
suggestions which your association feel would be of value 
to the Conmission in dealing with the problem? 

MR. STIRRETT: Of course, we have submitted resolutions 
in Brief No.2, and there are some in connection with Brief 
No.4, in regard to the sales tax, which is still to came 
Up. 

MR. ST.LAURENT: But with that qualification, that is 
all the material which your association feel that this 


Commission should consider in that regard? 
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MR. STIRRETT: That is all that wc have at the 
moment. 

WR. BLACK: I believe it has been intimated that the 
Commission will be good enough to hear us later on whm 
they return to this neighbourhood, and we shall be glad 
to have this question referred to our council and to 
have the matter approached from this angle. We trust 
that we shall be able to submit on that occasion some- 

thing that will be helpful. 

THE CHAIRMAN: We shall be very glad to have 
it, because the problem is an exceedingly difficult one. 
It is one with respect to which apparentiy the public 
expect some action; yet so far we have had no suggestion 
from any body that has apyeared before us to show how 
there could be @ reduction in public ‘expenditures or m 
taxation which would relieve the taxpayer. If there are 
such suggestions we Siow ids very much to have them. 

MR. BLACK: We shall be glad to have a study made 
along that line and we will present our views. 

MR. ST.LAURENT; The suggestion was made in the 
western briefs that, because of the tariff policy of 
Canada, and because it probably did operate ina 
certain manner to the disadvantage of the agricultural 
provinces of the west, there should be some compensating 
arrangement, and that matter is discussed here. 

THt CHAIRMAN: At the bottom of page 6. 

MR. ST.LAURENT;: Yes. The statement is made: 

" It was submitted that some parts of Canada 
do not derive as much advantage as other parts 
of the country from the industrial system 

and that some additional compensation should 


be provided. We believe that this is a reasonable 


ath er ws 
pice 
ws 


Pus 


Tied ae ie i ein 
ob 3 aie ct ae nite rate re os 
ao er OH afi eee’ \ 
ci Hf (8 10 ey iy es ie Hf 


ee J 


af ay 


Siti ey st ie 
Ba ral aos 


2446 


"point of view, and desire to associate ourselves 
with it and to support it in so far as the appli- 
cation of the proposal is practicable, fair 
and in the national interest." 
That would be the feeling throughout the whole country; 
but has the association any specific recommendation which 
it cam make that would meet the inequity if it exists? 

MR. BLACK: No, we have not. 

MR. ST.LAURENT: You have none? 

MR. BLACK: No, we have no instructions. 

MR. ST.LAURENT : You cannot go beyond agreement with 
the general principle? 

MR. BUACK: That is all. The council Tet that 
inasmuch as only two provinces had made representations 
and there are seven more to be heard from, and in view 
of the fact that we do not yet know what the attitude of the 
dominion is, we should for the time being simply support 
the general principle. 

MR. ST.LAURENT: For the purpose of having such 
information as may be available at the present times 2 
assume that you have considered the brief that was submitted 
on behalf of Manitoba, wherein an attempt was made to 
compare purchase prices of articles required in the average 
farm budget in Manitoba with the prices of the same or 
similar articles across. the line in the United States. 

Can you give the Commission any information or as to the 
accuracy or the reasonableness or otherwise of this methd 
of approach? 

MR. STIR ZTTWithout any reflection upon those who 
tried, no doubt earnestly, to make that comparison, after 
many years of experience we have grave doubts regarding the 


value of such comparisons of prices as between the 


\agae Ae Home a i 
ip « AN ye ; 3 


“Few eine pated tia a bath “0h, skvedte on at we 


} on ger “wnat os ot eo nea wae 8 


ate, Cy ‘hit: ween 4 9% ten oh em gene) eR 


Ge 


Pe ay wh ie cae Pp gpa 29 


ea alae igunaea ee, Seay aden 0 any 
| rian to ante 

| : Coal rates gh eae 8 pophae ona 
eer si site ia bom a sy 0 cere sone ; i pacaane 
1 ie seckmela, wey ‘ee jae 


: . Ee ederatil actin ae AO ‘ EL 


we Fir: “ae sasaki 7g + ee 7 
6 eset, Bin R80, te va 
ey Lanerh ate i 
digg cba, eat 


ti 
a 7 a" \ ‘ : 4 
a ’ \ f yh. ¢ , 
; my , hy ey 
1 y t i ¢ " y 
7 i i j i , i 
4 Eu fi f 4 ) H ' ay 
Me it b ae } ,! 4 , 
ft i ’ + et es i ant A 
meet q anil Pa ii ie 
i bb ii } , eee ih bP fy ee “eae eT 


2447 


United States and Sanada , because there are so many 
factors to be taken into consideration -- weight and 

size, colour, style,conditions of payment, terms of sale, 
and so on. In view of all these factors we find such 
lists of little value. We have made some ourselves, but 
“I do not think they are very reliable. I believe we have 
had quite a bit of experience with this type of thing. 

For years workmen have been going back and forth, skilled 
men coming from the United States to help to startsome 
factory here, some of our people going there, salesmen 

and so on, Leaving out, perhaps, some of the southern 
states where the cost of building and heating is low and 
the ycostiotiliving, 18 Less, 1 mebieve, that,ceneraddly 
speaking $1,000 would go as far in Canada as in the United 
otates, and perhaps a little farther, so far as the 
industrial population is concerned. We have looked into 
the questions of living costs indices, and) all) these things 
and they are only approximately correct. The general 
impression we have, however, is that so far as the 
industrial population is concerned, taking what the people can 
buy and what they have to pay in the form of rent and 
fuel, $1,000 will go as far in Canada as in the United 
States and perhaps, as I say, a little farther in some 
places. 

MR. ST.LAURENT: So that the head of a family with 
$1,000 would enjoy as good living conditions here as in the 
United States. 

MR. BLACK: Yes, and I would say in some places a 
1ittie better. 

MR. ST.LAURENT: That would be with respect to the 
industrial population? 

MR. BLACK: Yes. 


MR. ST.LAURENT: In other words, with respect to a 
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considerable proportion of the one-quarter of population 
Prerervedino (an Sune loner. 

MR.STIRRETT: Yes. 

MR. ST.~LAURENT: With respect to the agricultural 
population, you have no similar comparison? 

MR.STIRRETT:No, I heve not the same experience. 

If I might hazard an opinion, however, I believe that the 
same general principle would apply; $1,000 would go 

as far with the farming population of Canada, generally 
speaking, as it would in the United States. 

MR. ST.LAURENT: Have you looked over the figures 
that were appended to the Manitoba brief purporting to 
deal with the expenditure of $975 for a farm budget, which 
would show that for these items there was a difference 
of about $100? 

UR orienelrecy as GLiETiGuUlE to (okier any criticism 
Of that; ome would have to be an expert familiar with 
every one of the articles to see whether they compared. 
A little difference that might not be so apparent in ore 
instance might represent quite a percentage difference, 
Then what about the sales tax? Was the sales tax 
included? 

MR. ST.LAURGNT: No. 

ME. STIRABITS,) hate 16 seni per cent. 

MR. ST.LAURENT: So that the $100 would have been 
reduced to $30 -- or rather $40, because those figures 
were for the 1936 sales tax, and in 1936 the sales tax 
was 6 per cent. There are also some items that do not 
bear the sales tax, some items that go into the agri- 
cultural budget. 

MR. STIRRETT: We can give those articles. 

MR. ST.LAURENT: Would you be in a position to offer 


any opinion as to whether or not this distribution of 
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any opinion as to whether or not this $1,000 would 
represent a fair average farm budget? 

Mis  olirnnotl: No, 1 do not think I am. 

THE CHAIRWAN: We come now to Fart IV. 


BRXBRIBIT Now9l: Sales Tax and Excise Taxes. 


SALES TAX AND EXCISE TAXES. 
MR. R.N.McCORMICK(Assistant Manager, Tariff 
Department ): 
" The attention of the members of the Commission 
LS TespectiuLly directed to’ a form of taxation 
which did not exist at the time’ of Confederatiag ,; 
and sO COuLd not be taken into Sccount in draft wig 
the British North America Act. We Teter To" the 
consumption or sales tax imposed under the Special 
War Revenue Act. —The”orlein ‘and history of tie 
sales tax in Canada are described in Appendix 1. 

When the tax w2s established in 1920, the rate 
was fixed at one per cent and two per cent and was 
eradually increased in succeeding years as 
indicated in Appendix a. 

When trade conditions improved and the natigal 
revenue expanded, the rate was reduced, in 
successive stages, between 1924 and 1930 from six 
per Gen FO "One DEr “Gents, 

During the trade depression and the consequent 
falling revenues the rate was increased from one per 
cent to six per cent and the scope of the tax was 
widened. Later still with increasing demands mm 
the Federal Treasury for relief and other purposes 
the rate was increased in 1936 to ecight per cent. 
This indicates clearly, we submit, that successive 


governments reduced the rate when they could and 
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"only increased it because more revenue was 
required. It shows that, since 1920, governments 
have realized the nature and extent of the burden 
imposed on consumers and business by the sales 
tax and have been anxious to lighten the load whenever 
possible. 
EFFECTS OF TH TAX 

Because the sales tax has been so successful 
in providing the dominion government with large amounts 
of revenue, it should not be assumed that this has 
been accomplished without at the same time causing 
hardship to consumers and to business. It is 
proposed to discuss some of the burdens imposed by 
the sales tax under the following headings: 

(a) The Sales Tax increases the price off goods to 
consumers. 

(bo) The Sales Tax increases manufacturing costs. 

(c)The Sales Tax increases the cost of sellirg 
goods. 

(d)The Sales Tax increases administrative over- 
head through the manufacturer being a tax-collector. 
(e) The Sales Tax increases the cost of govern- 

mental administration, 

(f) The Slaes Tax operates as a discrimination 
against and imposes a burden on those Canadian 
manufacturers who manufacture and sell a completed 
taxable "produc ts 

(g) The Sales Tax operates as a 
discriminstion hetween domestic »vroducts as compared 
with imported products. 

(h) The Sales Tax operates as a discriminatim 
between one section of an industry and another 


section of the same industry. 
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" (i) The Sales Tax hampers export trade. 

(j) The Sales Tax when absorbed by manufacturers 
is paid out of profits and in sone cases out of 
capital. 

(a) The Sales Tax increases the price of goods 
to consumers. 

The Sales Tax obwiously increases 
the price paid by consumers for articles’ on which 
the tax isveapplied. It ie a tax on consumption, 
and consequently it bears more heavily on the men 
with a large family who has to buy relatively 
larger quantities of manufactured articles to 
suppiy ‘the ineéds .of his family. ° The taxvis an 
indisect and \asconcsea led one “because it is eollested 
on the manufacturer's sales price. 

(bo) The Sales Tax increases manufacturing costs. 

The nenutacturer pays a tsales tax lof. @ percaesnt 
onsevery thing which he purchases for the construc- 
tions equipment and ‘operation of -his factory, m 
advertising, on office supplies, and on machinery, 
patterms,diesi,;- tools, ete., and on many articles 
and materials used up or consumed in the manufacturing 
processes. If in an endeavour to reduce his operating 
costs he builds or repairs machinery or other 
equipment,’.including patterns, tools, dies, ete., 
in his own plant, the taxing authorities levy a tax 
on all such goods, made for his own use. 

The manufacturer, to earn a profit, must 
necessarily include all his costs in the price at 
which he sells his gone * It consequently follows 
that all the taxes paid by him and the additional 
expenses incurred through his being a tax collector, 


for the government, are reflected in the price at 
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"which his output is sold. As the tax is payable on his 
selling price the result is the manufacturer is 
peying a oe OM a tax. 

Where the raw mterials pass through various 
stages in the process of, being converted into finished 
products, there is a pyramiding of these costs,and 
of the sales tax on these costs. Consider, for 
example, the manufacture of shoes, harness or other 
leather products. 

(1) The packer who produces the hides has for 17 
years paid sales tax on all implements of production, 
Inschinery," Coulpment,  buliding. repairs’, Stc., 
Supplicd, instelied or constructed during that periods 
These sales taxes increase the packer's production 
cosits ana are reflected in the price at which me 
hides are sold. 

‘pha, The tanner who converts the hides into 
igather has had his production costs increased by 
sales tax’ on all factory construction and on 
machinery, equipment, repairs, and supplies purchased 
throughout the past 17 years. These sales taxcs 
enter anto tne production cos of hie leather and 
are Tethectod in the eeliano price or ine Leathe x. 

(iii) The shoe manufacturer who makes leather 
up into shoes has likewise had to pay sales tax on 
ali his factory construction, machinery, equiprent, 
repairs and Supplies ‘over Vine vpast 17 years. 

These salcs taxes increase his production costs and 
are reflected in the selling price of his product. 

Taking the additional sales tax costs included in 
the overhead of the packer, the tanner and the shoe 
manufacturer, there is a pyramiding of sales 


tax costs which enter into and increase the cost of 
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"the Canadian-made article. And when the shoe 
manufacturer coliccts and pays the salcs tax on the 
fae prec OL his product he is. paying a. tax on 
those items in the production costs of the pack r, 
tanner and himself, representing sales tax paid 

as set forth above -- thus he is paying a tax on a 
tax, |! 

THe CHALTRMAN: Have you made any estimate as to 
what that pyramiding amounts to? 

MR. McCORMICK: I do not think it would be possible 
to calculate that very accurately, and I do not know that 
it has ever been attempted. It would take a great 
deal of time and research to estimate what it would amount 
to. 

THE CHATRICAI: Lt would, Of course to do.1¢ eccurately: 
but I was wondering whether you had any view at all as to 
the probable amount. 

MR. McCORMICK: No, we have not, sir. 

THE CHAIRMAN: You see, its importanc. depends upon 
its amount. FPyramiding is not a serious matter if the 
amount is,ot Large; it may be Guite a serious master 
if the amount is large. 

MR. McoCORMICK:. It would, be very difficult to ascertain 
what that amount would be, but consider a plant constructed 
in recent years in connection with which perhaps a million 
dollars has been spent, all of which would bear 8 per cent 
on everything going into the plant. That in itself is a 
fairly substantial item, but to arrive at any accurate 
figures would require a great deal of careful calculation. 

THE CHAIRMAN: You cannot throw any light upon it. 

MR. McCORMICK: 

" (c) The Sales Tax increases the cost of selling 


goods. 
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" Menufacturers sélling a product which is subject 
lo Seice tex ay the rate’ of S ocr ccnt find than= 
sclves faced with more or less of what might be 
terncd a "sates resistance’ ‘on the ‘part ‘or 
customers. 

This “setes resistence" has bechn folt particulariy 
by menufacturers of building materials. The con- 
Struction industry’ is Tar behind cverything else in 
the way orf recovery ard one of the problems of 
menulrecturers in’ the sale of building materials is 
ce reluctance ot buUlidcrs Uo “pay tne -prosent high 
rate o8 sales tax. 

LG te the considered opinion of manufacturers 
that the cost of merch:.uidising #9045 is inercased 
woen they have not’only to seli“their product but alsa 
cor sel” tie tax. 

(d) The Seles Tax incrcases administrative over- 
head through the manufacturcr being a tax-collcctor. 
the nenutecturer 1s put to sdaitional expense 
by reason of the- fact that hey is a” tax-collector 
for the gowernment, as in many organizations tke 
cost of this service fob the government is quite 
heavy, requiring acat ti onet Stait. 

The menufacturer is required to keep adequate 
sales tax records and must retain these until they 
have been audited and he has received written 
permission to destroy them. He has to make a careful 
computation of the tax which mignt appear &@ simple 
matter but 1s usually extremely complicated. Many 
manufacturers sell, in addition to their own pmwduct, 
goods purchased from other manufacturers or 
imported on which they pay tax on. their purchase 


or on importation. Their monthly sales will 
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"include goods on which they arc to collect and 
account for tax, goods on which the tax has already 
been paid, goods which are tex-exempt, and in 
egaLeion there will be sales of taxable goods 
to tax-free purchasers. This means that cach 
and every invoice must be carcfully analyzed, 
necsuse eb the end of each month the licensed 
manufacturer is required to file a sworn statement 
of his taxable sales and make payment with a marked 
ebeque. of the tax properly payable thereon. in 
most cases the one making the return has to go to 
&@ notary public to make the necessary affidavit." 
THE CHAIRMAN: Thc time has come for adjournment. 
These briefs had better be marked as Exhibits; they are 
ali referred to to-day. No.l will be Exhibit 87; 
No.2 Exhibit 88; No.3, Exhibit 89; No.5, Exhibit 90 and 
No.4, Exhibit 91. 
This room will be occupicd to-morrow morning and 
we will thercfore sit in Room 268. We shall begin at 
10.30, and we shall be glad to hear you further then, 


Mr. McCormick. 


(The Commission adjourned at 4.30 p.m., 
until 10.30 a.m., Tuesday,’ January 18, 19598.) 
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Room 268, 

House of Commons, 
Parliament Buildings, 
Ottawa, Ontario, 
Janucry 18, 1938. 


WORNING sSiSSION 


‘The Commission met at 10.30 a.m, 


TH CHATRAN: Very well, bir. LicCormick. 


WR. Re N. bkeCORMICK: Mr. Chairman, I had got down to 


the Last peregraph on page 2 of Part IV of the Brief on 


ax and Excise, Tax, and I wilk contimic from that 


"There is also the cost to the manufacturer of taxes 
paid to the Governiient in advance of re-payment to 
him vy his customers who may have been granted long 
term credits. is for example, where it is the custem 
of the trade to grent soring dating on fall and winter 
deliveries. In the shoe trade, for eximple, merchants 
piace their orders for two main seasons each year, 
spring and fall. Merchandise for spring selling may 
be shipped in December with terms cf payment 30 days 
from. April lst. which means that the bil] does not 
come due for payment until May 4th, and in many 
instances payment is not completed until months later. 
The manufacturer is required, however, to pay the 

tax on deliveries within one month after the close 

of the month in which the goods are shipped. A 
Similar practice prevails in respect of mony. other 
comuodities. 

The tux payments which have to be made ‘by the 
manufacturers vefore they themselves can collect the 
tax from their customers must be financed by the 
menufacturers from their own capital or by borrow=- 
ings from the banks. Im the one case capital is 


tied up without any return and, in the other, interest 
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"must be paid on bank loans. 

Ticn there is the loss on “bid.dcbts,® The 
sales tex becomcs payabie on dclivery to the customer 
and as already sct forth must be paid within one 
month after ths close of the month in which the 
goods are shipped. If the customcr before he has 
paid for the goods makes =n 2ssigninent or goes into 
bankruptcy, the manufacturer not only loses the value 
of the goods shipped to the customer for which 
p2yment has not been made but 2lso loses the mmount 
of the tax he has prid to the Government on the 
goods, 

(e) The Sales Tax increases cost of govern-= 
mental administration. 

in the sdministration of this icw it has been 
necessary to establish a Deprrtment of the Government 
With.¢ large staff of cmployecs, including a ficers 
attached to the different Customs houses. There 1s 
3ls0 & large staff of qu2lificd governuent auditors, 
WhOwIrS Eng2c¢eod. in csuditing the business of Jicenseces 
ivom time, to, time. All of this, involves 2 Hear 
bill of expense wnich prior to the imposition of the 
sales tax was not incurred. There Are no.figures 
available of. the cost of odiinistration and it is 
doubtful wacther any relisble figures can be 
compiled, oy reszson of the f2ct that on imported 
goods the t2x% is collected by the Customs Division 
who are prim-rily eng2gead in the collection of 
customs dutics. 

(f) The Sales Tox operates 2s 2 discrimination 
against a.nd imposes = ourden on those Canadian 
manuf.cturers who manufacture ind scll 23 completed : 
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"The s2les tax is largely prid by manufccturers of 
products, not othcrwisc cxcmpt, which do not undergo 
any Lurtner process aitcr the product loaves the 
Si.ctory, £0r cximplic-<clothing, furniture, kitchen 
utensils, hirdware and other finished articles. 

BT 2aecition tO Divine to pay the tax on the 
sales of his tix2ble product @ minuficturer is 
compelled by liuw to kecp properbooks ind rneeras-of 
role tronsictions, which necessitates SaGdtei ona 
CLEOViCiAL Ssteit, end Be must poy the tax to ‘tac 
Government in many crsées long before he is paid by 
his customer. The cost of kecping these records, 
of making montoly-returns, the czrrying chcorges on 
the omount of t2x pid to the Government, end the 
iLoss on bad debts is 2 burden imposcd on those 
monufocturcrs who monufscture and-sell completed 
toxSbLG products, 

The manufacturer of 2 scmi-manufacturcd product 
@aLen Le the Yaw Material of onotner Liccnecd 
manuf cturccr - for-cximple. the uminuficturcr-of pig 
aron, ic.ther, cte. <= agocs not hive to pay) the ‘by 
Governncnt any tix on his silcs 2s the customers of 
such 2 niuinuficturer, because these miterisls are for 
SULrthGY manufacture, buy Lrec of tax. 

The monufiacturer of trax cxempt goods docs not 
have to keep records nor mike monthly rcturns and he 
Gd0cs NOt pay any s2ies tix on his ssics. 

In other words, the manufacturers of what may 
be Coy sees commoditics or necessities of 
s15¢G are rosponsible for = very considcroble’ portion 
of the Federal revenue. In xddition, they have to 
Shoulder the cost of administering the tax in relation 


to their business and the cost of collection which, 
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Pin wieny, Guasch. 16 c4.considtrablc itcm. The cost 

Of GOllUuGtine revernuc 18 properly an itcm of 
Governient cxpense and thc cost is bornc by the 
Governiivcnt in collecting Customs .nd Hxcisc duties, 
gncome, NG. otacr: Taxcs, and. in. coliccting the sales 
t.x on importcd goods, but when it comes to collecting 
the Toyrenuc, trom domostic silvus tox. the cost of 
colicction is borne by those menuficturers who hove 

to remit the tax to the Governiucunt. 

(2g) The S2les Tax operates 2s 2 discrimin>tion 
agcinst domestic products as comp.red with iiaported 
products. 

fas Concdion menulacturum of A. taxible vroduct 
collects ond p.ys the Government the tax on the sales 
of his product; in -ddition he pays the Governncnt 
eMup seem Conta silos Coxon ald olin DUD anes. ox 
extensions thurcto, on the cquipment by merns of 
which the product is manufictured, on miny clisses 
Of) Maitcrisis, uscd) in the monufacturinge »roccsscs, 

On 211 Advertising) liter. turc,,.0n office sup slices, 

6460, Hecnss in sedition to oe.r the cost .of 
eolLlcoting uwtho tac llorrtac  Goverumcn t. Details of 

Pic sadeitions| Si1cs, tan paid (by Otiadion moms octureae 
and of expenscs incurred by them in collccting the 

tax ore gut out undcr headings (6) and 1d). 

Tie mianutic turer yehige Ss Sivii2r or <2 con 
petitive product into Canada thire, willbe no cicment 
Of 62108 toxin Bisa scliline pricc pocausc he will 
not Have paid ony -tax.on any item of manufacturing 
cost. The purchase price of raw and svusmi-acnufactured 

moterisis will not include any item of tax, be will 
not have paid any t2x on his plont buildings, on his 


production m.chincry, nor on pattcrns, tools, dies, 
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"Cte., nor on the miteri+xls used up or consumed in 
the manuf..cturing processcs nor on office supplics, 
3ndvertising Llitcr.turc, deen’ 

Ths Canadian msnufacturcr has to collect the 
t:x and beor all the cxpenss of collection but where 
& forcign minufacturcr ships goods into Can2da, the 
Government collcects the s2rles tax and berrs all the 
expenss of colicction. 

(nh) The Seles Tox operstes as a discrimination 
between one gcection of 2n industry cand another scction 
of the same industry. 

A texing st2tute should bc bascd on cqumlity of 
tax.tion 2s between the smc classcs of individucls, 
but such is not tnc ense in respceet of the Canadian 
s.lcs tax. The following will illustr te: 

(I.) GARMENT MAKERS: In the clothing industry 
the tax is not applied cquitcbly as between merchant 
tailors ind clothing mwanuficturers.  Cunedicns of 
modcr.te mecns ouy rendy-mide g.rmcnts and on these 
g.rmcnts sales tax must be p2id on the mnufccturcr's 
sclling pricc which includcs cost of mitcri2rzls, cost 
OF woking, Tactory and pencreal overnesd’ and profit. 

The manufacturer of custom<-trilored grments, 
which command & much higher price than ready-made 
goarmucnts, docs not pay s2lce tax on his silcs. Of 
courso the merehant trilor will pay tix onthe 
materials used by him, but he is not liable for tax 
on the cost of iaaking nor on his profit, 

(II.) JOB PRINTERS: Anothcor cxample of 
discrimin.tion between two scctions of the same 
industry sriscs out of the regulation which states 
that sles tax is not payable on sales by publishens 
and job printcrs who minufxcture or produce job 
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“printed m-ttcr to the value of less than 93,000 

per annum, 2nd who scll the job printing exclusively 
te users. Such joo printcrs only pry tax on the cost 
ef miteriais used. Otncr job printers are maquired 
tO account for silcs t2x at the rate of 8 per cent on 
the sake pricc of joo. printcd mittcr produced. by 

them 2nd which frequently is produccd in competition 
With the smaller job printcrs, 

(III.) SHEE? METAL WORKERS: Still another 
exemple ds that of sheet, motel workcrs and. tinsmiths, 
Ajierge percentige of .shect metel, workers ere oper= 
ating without 2 srles tax license with the consent 
ang opprovsl ef the Govermiucnt.. These firms. of course 
pay soles tox on matcrisal which they usc. but do not 
yoy any, tom on the sele,ef\tnc formed metal. On the 
Other hand = winufacturer of sheet mctil products 
Whoigasia Lactory. is required te account.for salcs 
wx 2b the Bate of Siper) cunt, onthe sale of his 
manufactured product. The diffcrenee between 
8 per cent on the finished product and 8 per cent on 
the rew materisl is a considersblc item and complrint 
has frequently becn made that these unlicensed firms 
are able to undersell the licensed manufacturer. 

(IV.) CANNING INDUSTRY: In recent yesrs there 
has biucn 2 conside:sble inere.se in the quantity of 
fruits and vegetsblcs packed by individusl farmers. 
The cquipment uscd in these small conning plants is 
inexpensive 2nc6 caiiprigns h.ve been earricd on, 
in some c ses by firms interested in selling -the 
equipmcnt used, to encoursge farmers to pack fruits 
and vegctebles, and to 4 certain ecxtcont the practice 


has bcen encourizgcd by the Government itsclf. 
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"The Act providcs that frrm produce sold by the 
individual farmer of his own production is not subjcct 
to salcs tax and the Government has ruled that this 
covers fruits and vegctsbles placed in cans, but not 

otherwise treatcd than by hert to prevent detcrioration. 

On the vegctablcs canned by the farmer here is 
no sa2lcs tax paid, whether the farmer disposes of 
his pack directly or through the medium of commission 
houscs. On the othcr hand, the canning factories 
are required to opcrate under Licensc and have to 
aecount toe tax at the rate of S per cent on their 
entire output. 

(V.) . FUEL OIL VERSUS COAL: Schcdule IIZ of the 
Special Wai Revenue Act which contains a ee of 
articles which are not subject to the sales tax 
originally had an cnumerstion -Fuel of all kinds.® 
In March, 1935, this enumeration was changed to 
"Fuel other than in liquid form’ 2nd since tmt 
change the sale of fucl oil in Canada is subject to 
sales tax while coal, gas, and clectricity, with all 
wnich it is in direct competition, are exempt from 
tax. 


This adds a burden to those who use fuel oil." 
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THE CHAIRMAN: We. MeCormick, have you any rec--- 
collection why that change was made? There must have 
been some reason for it. 

MR. MsCORMICK;: There was no reason givwan in the 
House at the time the change was made. Thev simply 
brought down a new Schedule 3, and in the mew Schedula 
5 the new wording sppeared without any reason being 
givon as to why the change was mads. 

I now. continue. with Paragraph VI; 

"Inward freight on raw materials: With the 
present high rate of sales tax (&@ per cent), 
representations have been made by manufactur— 
ers in various parts of the country showing 
how they are handicapped in not being allowed 
to deduct from their selling price the inward 
freight paid on their raw materials. 

For examole, certain manufacturers in 
Bastern Canada of wooden doors and wooden con- 
duit pipe bring their raw material, lumber, 
from British Columbia. The freight for 
transporting this lumber to Ontario is any- 
where from 50 per cent to 100 per cent of the 
value of the lumber and as the freight rates 
are necess@rily included in the selling 
price of the finished products on which the 
Eastern manufacturer pays tax the effect is 
that he is paying in sales tax an amount about 
double that paid on similar competitive gooas 
made in British Columbia. 

The door manufacturer and conduit pipe 
manufacturer in British Columbia has no freight 
or very little to pay on his raw matcrial, 
and as a result in vaying his sales tax on 
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"tax on a price which does not inclucs any 
freight. 

Another instance wherc freight on raw 
materials results in discrimination between 
firms engaged in the same industry is in the 
case of corrugatcd shect iron. Galvanized 
shect iron is not produced in “Jestcrn Canada 
but is produced in the Hast. ‘here it is 
corrugated by an Zastern manufacturer there 
will be little, if any, inward freight to pay 
on the raw material, and the manufacturer's 
selling price of the corrugated squarcs f.o.b. 
his factory would be arrived at without freight 
being included. But if a firm in the West 
does the corrugating, the freight charges for 
transporting the galvanizcd sheet from the 
point of production to the ‘Jost will be as 
much a part of his cost as the price paid 
for the sheets. This freight will amount to 
$600 or more por car and 8 per cent of this 
would be, roughly, $50,00. As a matter of 
actual fact, taking the seliing price of the 
corrugated shests in the “’est and comparing 
it with the price of the Eastern manufacturer, 
the Western corrugator will pay tax of 80 ccnts 
per squares, based on a price of 410.00, 
whereas the Hastern manufacturer would pay a 
tax of 68 conts per squarc based on a price 
fvo.bs Dis factory ot ge.50.. 

(i) The Sales Tax hampers cxport trade. 

Where goods subject to the sales tax 
when sold in Canada are exported to the 
United States and are dutiablc at ad valorem 


rates, the Customs authoritics of that country 
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“have rulcd that the tax forms part of the home 
consumption valuc of the goods, and must be 
addcd for Customs duty purposes to thc invoice 
pricc; and on tho combined anount the Unitcd 
Statcs customs duty must bc paid. On raw 
matcrials and scmi-manufacturcd products no 

tax is payablc whcn sold in Canada to manu- 
facturers of taxablc soods, but when those 
gooas arc cxportcd to wanufacturers in the United 
Statcs the United Statcs Treasury Department 
have rulcd that the sclling price is to be 
aadvanced 8 por cont to arrive at thc value 

Tor Auty se” 

Tit CHALTRWaNP To illustratc, in the case of the 
cxport of pulp which is to be used in the manufacture 
of paper, you say that the pulp manufacturer in Canada 
would not pay any sales tax. The sales tax would be 
paid by thc paper manufacturcr on the paper ho manu- 
Peeured and sold; but when the pulp is cxported to the 
United States, in arriving at the duty that is payable 
on cntcring thc Unitcd States, you say that their Dcepart- 
mcnt of Customs has rulcod that salcs tax must be addcd 
to the invoice price in ordcr to arrive at the prico 
upon which duty should bo paid. 

MR. MeCORMICK: Exactly. ic have a copy of the 
most recent United States treasury dccision just on 
that point. 

THE CHAIRMAN: It does not soom wholly reasonabie 
that it should bc so, but we have no control over the 
Unitcd States rulings in these mattors. 

MR. McCORMICK: It is cntirely different from the 
practice in Canada in coaling with sales tax in other 
countvYics. Th Cancdian practice is thet where semi- 


manufacturcd goods come into Canada from Francc, whore 
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there 1s an Si per° cent s&lcs’ tex, but which is not 

payable when somi-manufcecturcd products arc sold to another 
manufacturcr in france, the Cancdian Customs says thet 

that 8 por cont tax is not part of the value for duty 

when somi-manuf-cturcd goods cntor Canada. 

THE CiaAiRMsaN: That would sccm to be the logical 
and roasonable vicw to takc, but in these Customs mattcrs 
it is not alweys roason and logic that governs. 

COMMISSIO\ER «°GUS: In Paragraph (i) you say, 

"but when those goods ere cxportcds;” doss thet mean the 
texable goods or the raw metcrials? 

MR. McCORMICK: The raw matcrials and scmi- 
manufacturcd goods. The word “thesc" rcofcrs to raw 
meaterials and somi-manufactured goods only. I continue 
With Ghe noxl percerc ph: 

“The Act specifies that sales tax shall not 

be payable on goods exported but so long as the 
tax is payable on patterns, dies and other 
items of manufacturing cost mentioned in (b) 
above, export sales are actually subject to 

a substantial amount of sales tax. «nd when 

it is realized that the manufacturer abroad 
with whom he is in competition, as for ex- 
ample, the British manufacturer or the United 
States manufacturer, has not had to vay any 
sales tax on any item of manufacturing cost, 

it will be apparent that the Canadian exporting 
manufscturer is at a Gisadvantage. 

(j) The Sales Tax when absorbed by manufactur- 
ers is paid out of profits and in some 
cases out of capita. 

There are many cases where manufacturers 
have found it necessary to absorb the sales 


tax instead of collecting it from their 
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"customers. In respect of certain commodities 
long established retail selling prices prevent 
the tax being passed on to the consumer and 
where this condition obtains the tax has to be 
paid out of profits, if any. If there are no 
profits, or if the profits are not sufficient 
to take care of the full amount of tax payable 
on the merchandise, any deficiency will have 
to be paic out of capital. 

There are other commodities where the 
unit selling price is too small to pass the 
tax on to the consumer and in such cases it 
has been nesessary for the manufacturer to 
absorb the tax. dere again the tax must either 
be paid out of the manufacturers' profits or 
out of capital, 

There have been in recent years many 
instatices where goods have been sola at bare 
cost and sometimes at less than cost in order 
to keep the factory operating, give employment 
to the workmen and also keep the article on 
the market. Once an article is taken off the 
market it is adifficu_t and expensive to re- 
establish it. dn such cases if the manufactue- 
er is unable to collect the sales tax from 
his customers he must neverthelecs pay the 
tax to the governmenta and there is only one 
mource from which he can secure the money, 
either by borrowing or by paying it out of 
capital reserves if there are any. 

CONCLUCION 

In conelusion, the following rccommenda- 

tions are respectfully submitted:-- 


1. The sales tax should be imposed only by 
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"the Dominion and should not be adopted as 
ps method of collecting revenue by provinces 
OF Dunicipalitises.® 

THE ChAiRicAy: Do you indicate anywhere in the 
Brief the number of provinces and municipalities that 
have adopted the saics tax? 

MR. MeCOR:ICK: There is only the Province of 
Saskatchewan and the City of liontreal at the present 
timc. Alberta did have a sales tax but it was repealed. 

COMMISGIONER ..Gus: Is there any suggestion that 
the Province of Saskatchewan had some other source of 
revenue it could have uscd? 

MR. MeCORMICK: We have not studied that question. 

COMMISSIC-ER AGUS: Or that it should have 
had some other sourcs of revenue? 

MR. MceCORMECK: «6 fool that if there is to be 
a sales tax it should be uniform throughout all the 
provinces, and that one province only or certain muni- 
cipalitics should not impose a salcs tax as a moans of 
raising revenuc. As to the particular situation in 
Saskatchewan, woe havc no information on that. 

COMMISSIONER AnGUs: I can sco the foree of that, 
but I was wondering about its implications, because it 
would only be possible if therc was some other source 
of taxation in Saskatchcwan or somc redistribution of 
expenditures that would free Saskatchowan from some of 
its present burdens; and I wondercad if you had considered 
the implications. 

MR. McCORMICK: No, we have not. I will continue 
with our Conclusions. 


"2. <axrticles or matcrials which enter into 
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the cost of the manufacturc of taxable goods 
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THE CuATRMaN: How large a volume of goods would 
bc covcred by that cxecption? Have you considercd that, 
Mr. McCormick? How woulc it affect the amount collected? 

MR. McCORMICK: There is no mcans of ascertaining 
that, Mr. Chairman; You would have to take an inventory 
or & consus, as it worc, of manufacturers to ascertain 
how much thoy are paying. 

THE CHAIRMAN: You see, the Minister of Finance, 
when he is considering his budget, must have some basis 
on which to estimate the tax yisld, and if he was consid- 
ering any exception, he would have to have some idea of 
the amount that would be involved in the exception. 

MR. McCORMICK: The reason for thet recommendatim, 
Mr. Chairman, is simply the question of what is fair 
and equitable to the manufacturer who is manufacturing 
in Canada. There is no means of arriving at the amount 
which would be involved. It would be merely a guess at 
the best. The present system of scales tax, when it was 
established and came into effect through the legislatim 
of 1923 contemplated one tax on an article at the stage 
where it had reached its highest degree of manufactur- 
ing, and there was not intended to be any tax on the 
preceding stages which led up to that degree of manu- 
facture. But paying the tax on these articles means 
double taxation on the articles because the tax is in- 
cluded in the selling price on which the tax is collected. 

THE CHSIRMANE The original sales tax was a tax on 
the ultimate consumer, was it not? 

MR. McCORMICK: The original sales tax in 1920 
was a tax on sales of wanufecturers and on sales of 
wholesalers. | 

THE CEAIRMar: Vhatever the original tax was, 


my recollection is that the retail merchant had to collect 
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it, but that was found so difficult to administer, that 
the collection was put on the manufacturer, 

MR. McCCRMICK: If I might explain, Mr. Chairman, 
when the sales tax came down in May, 1920, there were 
a number of other taxes brought down at the same time 
which applied on the retail selling price, and which 
were commonly known as luxury taxes. The sales tax 
was concurrent with these luxury taxes. The luxury 
taxes which were imposed in May, 1920, were removed by 
order in council in December, I think, of the same year, 
but the sales tax was at the same time extended and 
applied to sales by manufacturers to wholesalers, and 
to sales by wholesalers to retailers, and to importations. 

THE CHAIRMAN: The original Act covered both the 
sales of manufacturers to wholesalers and the sales of 
wholesalers to retailers? 

MR. McCORMICK: Yes. 

THE CHAIRMAN; There was a double tax 

MR. McCORMECK: Yes. 

THE CHAIRMAN: When was that changed? 

MR. McCORMICK: On the first of Tani: 1924, 
Legislation was brought down in the summer of 1923, and 
you will find in Appendix I which appears on page 6 of 
this Part of our Submission the statement that was mace 
by the Minister of Finance when he made this change 
in the system which changed the whole basis of the tax. 
If you care to have me read now what he then said, I should 
be glad to do it. 

THE CHAIRMAN: You might just explain it, 

MR. MvCORMICK: In the budget ayeees delivered 
on May 11, 1923, the Minister of finance made the fol- 


lowing announcement: 
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"what is called the sales tax. Last year we 
were obliged to increase the amount of the tax 
considerably. ‘“e must admit that the tax is 
a burden and apart from the amount of it, the 
form in which it has been imposed has given 
rise to very much discontent. There are varying 
rates of taxes at the different stages of 
business enterprisees,--6 per cent, 45 per cent, 
3Z per cent, and 24 per cent; Many a good 
citizen who recognizes that the government 
needs money and who is willing to pay his 
fair share of the taxes, objects to the com- 
plexity of the sales tax. is6 are proposing 
to change it in the hope that we shall improve 
the situation. Our aim is now te impose this 
tax at its source, at the first stage of busi- 
ness operations, at which the tax is properly 
applicable. ie propose that the tax snall be 
6 per cent and that it shall apply on the auty 
paid value, both of homemade and of imported 
goods." 
That is the present sales tax, which has continued for the 
last 15 years. 
THE CHAIRMAN? With varying rates up and down? 
MR. McCORMICK: Up and down. 
THE CHAIRMAN: And at present it is 8 per cent 
on the domestic manufacturer? 
MR. McCORMICK: And 8 per cent on imported goods. 
I now turn back to our Conclusions: 
" 3. Sales tax paid on merchandise sola to 
a customer, who becomes bankrupt or who makes 
@ legal assignment before paying for the 
merchandise or the tax thereon, should be 


refunded by the Government to the manufacturer 
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‘who has paid it.* 

THE ChalRwaN: ‘hy do you say that? One can 
appreciate that the manufacturer loses the tax, but it 
is he who gives the credit to his customer. It is he 
who takes the risk involved in giving credit. If he 
chooses to give credit on the sale of his own goods, 
which includes the sales tax, why should he not accept 
all the responsibility which goes with giving credit? 

MR. McCORMICK: Because, Mr. Chairman, if you do 
not give credit you slow up the business turnover. If the 
manufacturer insisted on receiving his tax at the time 
he shipped his goods, he would sell fewer goods. It is 
business practice to give credit. 

THE CHAIRMAN: I quite agree that as a matter of 
practice he could not insist on the sales tax being 
paid on one date and the goods being paid for on another 
date. But if he insisted on a cash sale, he would get 
the price of his goods, inciuding the sales tax. If he 
decides to give credit, then he takes the risk of losing 
the whole thing. It is in the exercise of his business 
judgment that he gives credit, and is it not the logical 
result of his action in giving the credit, that he shoulda 
stand the loss, if any? ‘hat is one of the hazards of 
business which every manufacturer must take into aocount. 

MR. McCORMICK: ‘We feel that it adds a considerable 
amount to the cost of collecting the tax for the govern- 
ment, and if there is a loss, which is ascertainable by 
reason of court proceedings through an assignment in 
bankruptcy, where there is a record of the transactions, 
we feel that in fairness to the manufacturer, when it 
has bsen definitely established that a loss has been 
incurred, the manufacturer should not be out the amount 


of the tax as well as his loss on the value of the goods, 
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because after all he has taken over a considerable burden 
in collecting that tax and remitting it to the govern- 
ment. 

THE CHAIRMAN: Of course, if the man is a good 
husiness man and exercises care in giving credit, and 
follows up his customers to see that he gets his pay- 
ments, he pays the tax and gets it back; but the man 
who may be less careful and who exercises not sc good 
judgment + in giving credit sustains a loss, and you feel 
that he should get a rebate of the tax he paid? 

MR. McCORMICK: In times such as we have had in 
the last few years, it has not been a question of judg- 
ment in many cases, but rather of matters arising that 
are beyond the control of the customer. 

THE CHAIRMAN: Ch, quite, there is no doubt about 
that. 

MR. McCURMICK: And the manufacturer might have 
been quite justified in giving the credit. ‘the customer 
may have always paid his accounts, but sometimes things 
happen that make it impossible for the customer to pay. 
It is not a question of bad judgment in those cases. 

Now I continue with Paragraph 4 of our Conclusions: 

"4, Government sales tax audits should be 
conducted annually and only in respect to the 
immediately vreceding or current year’s busi- 
ness, and, where a taxpayer has been audited 
and assessed and has paid the tax, such auait 
should be final and succeeding audits should 
not be mads retroactive in respect to any 
period or periods for which returns havc been 
previously audited, except in cases where there 
is evidence of deliberate fraud. 

ao. The Pee eee anomalies and insquities 
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“far as possible. 
0, as the financial situation improves, 
the rate of sales tax should be reduced gradually 
and, when the revenue requirements of the Domin- 
ion will permit, this type of taxation should 
be discontinued.” 
Then I come to Appendi:: I, dealing with the origin and 
history of the sales tax in Canada. It shows the changes 
that were made in the sales tax, and gives the reasons 
that were sot forth by diiffcrent ministers of Finance 
when making reductions in tho tax, and contains a 
statement showing the total net rovenue from sales tax 
in comparison with the total net revenue from taxation 
generally: 
«PPENDIX I. 
Origin and History of the Sales Tax in Canada. 
"Arter the war the Dominion Government 
found that owing to vastly increased expenditures 
it was imperative to secure a very large 
amount of revenue from new taxes or by increas- 
ing existing taxcs. 
In the Budget Speech delivered on the 
18th May, 1920, the Minister of finance an- 
nounced a numbcr of taxation measures which 
were designed to provide additional revenue 
including a tax on sales by manufacturers, 
by wholesalers, and on imports. +he following 
is the statement of the Minister of Finance 
when ieee Adirel ne the new form of tax: 
‘In view of the necessities of increased 


revenue a tax of 1 per cent on the sales of 
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"tall manufacturers, wholesalers, dealers and 
jobbers and importers is proposed.' 

'The tax will not include retailers as 
such but will include the goods manufactured 
or imported by any retailer although manu- 
factured or imported by such retailer for 
retail sale by himself.' 

hen the resolutions were being considered 
in Parliament the liinister of tinance announced 
that wholesalers and others had objected to 
the uniform rate of 1 per cent on the ground 
that i% gave an advantage to the retailer who 
imported direct or who bought direct from the 
manufacturer, because the wholesaler when 
importing or buying direct from the Canadian 
manufacturer, had to pay 1 per cent and stil-. 
another 1 per cent when he resold to the 
retailer. As a result of these objections the 
resolution was amended so as to provide that 
when a retailer imported direct or purchased 
direct from the manufacturer the tax was to 
be 2 per cent instead of 1 per cent. 

On May 10th, 1921, the sales tax rates 
were incveased and the principle of a differ- 
ential between the tax on domestic goods and 
on imported ©oods was established. The new 
rate of tax on domestic goods was 13 peor cent 
on sales by manufacturers to wholesalers, and 
on sales by wholesalers, and S 2er cent on 
sales by manufacturers to retailers and con- 
sumers. With regard to imported goods the 
new rate was 24 per cent on imports by manu- 
facturers and by wholesalers, and 4 per cent 


on imports by retailcrs and consumers. A 
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"spccial ratc of 2 peor ccnt was cstablished 
for lumbcr on domcstic salcs and of 3 per 
cont on importations, 

The following year 198e the ratcs woro 
again inercascd. On domcstic goods the rate 
bccanc 2$ per cont on salcs by ianufacturcrs 
to wholcsalcrs and on sales by wholcsalocrs, 
ana 4% por ccont on salos by manufacturers to 
rotailcrs and consumers. On importcd goods 
the rates wore inercascd to 32 por cont 
on importations by manufacturers and by wholc- 
salcrs and 6 per cont on importations by 
retailcrs and consumcrs. ‘The tax on lumber 
was inecrcascda to 3 per cont on domestic salcs 
and 45 per cont on importations. Thcsc rates 
continucd in force down to Decembcr 31st, 
1923. 

In the Budgct Specch dclivercd on May 11,1923 
the Minister of finance made the following 
announccncut: 

‘A large proportion of the rcvenue coms from 
what is called tho salcs tax. Last year we 
wore obligcd to inercasc the amount of the 
tax considcrably. “Gc must admit that tho 

tax is a burden and apart from the amount of 
it, the form in which it has beeh imposed has 
given risc to very much discontent. There 
are varying ratcs of taxos at the diffcrent 
stagcs of business enterpriscs,--6 pcr coiit, 
4% pcr cont, 32 por cent and 2g per ccnt. 
Many a good citizen who recognizes that the 
government neods money and who is willing to 
pay his sfair share of the taxcs, objccts to 


the complexity of the salcs tax. ‘ic are pro- 
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"Sosing to change it in the hope that we shali 
lujsrove the situation. Our aim is now to impose 
this tax at its source, at the first stage af 
business operations, at which the tax is properly 
applicable. We pro,ose that the tax shall be 6 
per cent and that it shall apply on the duty paid 
value, both of homemade and of inported goods.' 

Toe Minister of Finance stated that it was 
expected tne new fom of tax would do away wi th 
pyramiding and avoid duplication. 

The new sales tax, which came into force on the 
ee of January, 1924, was an entirely different form 
of sales tax from what had been in force for the 
previous three and a half years. «A tax rate of 
6 per cent was im.osed which ap lied on sales by 
manufacturers and the same rate of 6 per cent applied 
on iuportations. The differential which had formerly 
existed setween the rates on domestic sales and on 
imports was done away with. The principie established 
by the Act Was that the tax was to be inposed 
once only, i products when they had reached that 
stage of nanufacture in which tuaey were ordinarily 
sold for consumption. 

In addition to the manufacturer being liable for 
tax on his sales the tax was made payable on his pur- 
chases of materials for tne erection of buildings, 
on wachinery and other plant equiyient, and even on 
materials used or consumed in connection with his 
manufacturing processes. The tax on these purchases 
increases the cost of manufaature. 

In order to give effect to the expressed 
intention that the tax was to be »aid once and once 


only, provision was tiade to permit the manufacturer 
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"to purchase or it ,ort free of tax materials which wo 
would be incoryorated in or attached to a product 
which would be taxable when sold by the manufacturer 
thereof. 

Recognizing apparcntly thet the sales tax was 
unpopular for many reasons, such as the many 
technical problems it creates, the difficulty of 
aduministering the tax with equality, the exten 
to which it raised living costs, the diversion of 
trade from usual channels, duplication, etc., the 
Government made reductions in the rate of tax from 
tine to tiie as quickly as the increase in other 
revenues permitted, 

On April lith, 1924, after the Act had been 
in operation for slightly over three tonths the rate 
was” reduce’ from. 6! per? centi to Sp percent.) fhe 
next ceduction was mace on Feb. 18th, 1927, when the 
rate was reduced to 4 per cent. On Feb. 17th, 1928, 
the rate was reduced to 3 per cent. On March end, 
1929, the rate was reduced to 2 per cent, and the 
Minister of Finance made the following stateuents: 

*The major reduction will be in the sales tax. 
‘This year a reduction of one-third of the tax is 
proposed. The reduction involves a large lows of 
ree but the tax is burdensome and its gradual 
disappearance wests with general coumendation.* 

On kay 2nd, 1930, the rate was reduced to 
1 per cent and in announcing the reduction the 
Minister of Finance maadsé the following statement: 

', further wajor reduction is proposed in the 
sales tax by reducing it to one-half the present 
rate. It is estimated that this proposal effects a 


reduction ‘in taxation of approximately twenty-two 
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"million dollars. 

These reductions in taxation constitute a further 
step in the Goviurnusnt’s policy which has been 
steadily apylicd for some years past, of reducing 
the public debt and at the samc tiie reducing the 
burden of taxation. 

This trend was reversed auring the trade 
depression, and the rate of sales tax was increased 
from time to time. The first increase was made on 
June 2nd, 1931, when the rate was increased from 1 
per cent to 4 per cent. The following year, April 7th, 
1932, the rate was increased to 6 per cent, and rex 
mained at that level for the next four years. In 
1936, effective May end, 1936, a further increase 
from 6 per cent to the present 8 per cent rate was 
put into effect. In his Budget Speech the Minister 
of Finance stated as follows: 

‘As a means of raising a substantial amount of 
the additional revenue which MUSt be obtained in the 
ensuing year it is proposed to increase the rate of 
sales tax from 6 per cent to 8 per cent. It was our 
view that a moderate increase in the existing sales 
tax which covers the broad ficld of merchandise 
transactions and for which efficient and economical 
machinery for collection is already in operation 
would be clearly preferable to singling out a few 
particular iteiis to bear an unjustly heavy burden. 

I do not intend to iipose Pnuisancet taxes in an 
effort to raise more revenue but ratner to utilize our 
existing taxation structure." 

Whatever faults iy be attributed to the sales 
tax, there is no doubt that it has been effective ‘in 


securing revenue for the Government, as the following 


table indicates: 
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PERCENTAGH OF TOTAL NaT AaVawUe FROW 


TasATION roe disivTsD BY SALas TAX 


RGVENULE. 
Total 

Fiscal Rate of Tax, Revenue (Net) 
Ywar Dom. Import. from Sales Tax. 
1920-21 17-2% 1jo-2'5 p58 4,128,064 
1921-22 19%-3% 23-47 61,272,751 
1922-25 24%-45% ih-6) 89,755,036 
1923-24 24%-44% | 34 /o-6% 98,004,556 
From 
Jats Ls 
1924 3i6 6% 
1924-25 5% 5% 63,180,050 
1925-26 5% 5% 72,894,570 
1926-27 5% 5% 81,195,502 
1927-28 4% 4% 70,661,090 
1928-29 3% 3% 62,639,788 
1929-30 2% 2% 44,114,148 
1930-31 1% 1% 20,145,700 
1931-32 - 4% 4% AL, 7o4, 701 
1932-33 6% 6% 56,913,913 
1933-34 6% 6% 61,391.400 
1934-35 676 6% 2.44%, ud 
1935-36 6% 5% 77,551,974 
1936-37 8% 8% 112,852,259 


(Table continued on the next page } 
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fuRCHNTAGH OF TOTsL NaT RaVaNUd FROM 


TAXATION RaPRASENTAD BY sALeS TaX 


AHVGNUE. 
Totad. Percentage of Total 

Fiscal Revenue (Net) represented by 
Year from taxation. sales Tax. 
1920-21 ~568,770,498 13.34% 
1921-22 319,926,013 19.15% 
1922-23 535,455,541 ZO 57 
1923-24 541,718,807 28 .68% 
From 
Jani li, 
1924 
1924-25 <93,914,518 21.49% 
1925=26 OBe 1S sOR5 2A 2% 
1926-27 546,669,272 255427 
1927-28 364,705,803 19.37% 
1928-29 595,921,028 15.99% 
1929-30 578,551,626 11:565% 
1930-31 296,276,596 6.80% 
1951-52 27550555603 15 9% 
1952-335 204,318,801 22.89% 
1933-34 271,851,549 22.58% 
1934-45 504,445,729 25.79% 
1955-36 $17,511,809 24.44% 
1936-57 580,550,509 29.19% 


MR. MicCORWICK: That table shows the net amount 
ecollected from sales tax, the net revenue frow all taxation, 
and the percentage which the sales tax bears to the total 
revenue. 

THE CHAIRMAN: The anount now collected from sales 
tax forms such a substantial part of the total national 
income that there would not appear any great likelihood of it 


being wiped out in the future unless you can suggest to the 
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government some other form of taxation that would produce 
equally satisfactory rcsults. 

MR. MicCORwICKks. We cover that point by saying that as 
the financial situation warrants tne rate of sales tax 
should bc gradually reduced in the same way the Minister 
of Finance reduced it ostween 1925 and 19350, at the rate of 
1 per cent at a time so us not to disturb business and cause 
serious loss to those wno had stocks on hand. 

THE CHaIRwAN. Of coursc, the costs of governient have 
increased in the last seven or cight years, and if such 
increases had taken placc in thse ye.rs between 1925 and 1930 
the budget in those days might have been upset. However, we 
ALG going to hear more from you, I understand, when we go to 
gepontes where the problems of finance will be dealt with. 

MR. MicCORMICK: Yes. Next is Appendix II, dealing 
With Excise Taxes, and there are two additions to be made to 
the appendix as printed in the brief. In the second column 
after the item "Pullman car and parlour car seats," there 
snould be inserted, “Berths in Sleeping cars, 10 per cent of 
the price paid, with a minimum tax of 25 cents." Then in the 
item "Letters and postcards mailed to Canadian addresses, there 
should be added after the word "addresses" the words "or 
transuitted by post for any distance in Canada", 

Appendix II follows: 
AFSaNDIX II. 
Excise Taxes 
In addition to the sales tax, and to the 3% import tax, 
the following excise taxes are applicable under the Special 
War Revenue Act: 
(Notes These taxes aré ayplicable to both domestic and 


imported goods exce..t where otherwise noted below). 


“wet whe 


‘So. ack bath a a 


ik 


wantan bons 


eran Fries res EO 


awe 


ope teu Os fod 


Jbited ao. wiocde bétl OnW 2 


« am reo +0 


VE bieue Bey tHe ke 20 Ceres 


rer ped yigic tig nated "baw cu, B98 


i rigtsr, aya obart mk aa 


ot 


7 iON, Feo a wer “on af 
to sunt 


be ete a -B pe as, 4 a, oey 


ver he Ps, 
athe ke hae OR Mer 


eer 
ao = PEO 


a 


ee Pe. 
oes Hag 


eve 6 etd 


cn | 
Pan yf ane 


é +i Wa ie, aia 


ne 4; 
mT oee ori, 


fittest aeise 5 oto ole 


te ¥ f a 
uw Ser To | 
et Sy 6 A 


hy awe weg ‘skeen “(wee 


4 


hess padwusiits rN Cuil 


2484 


APPaNDIn IT. 


gxcise Taxes 


(2) TARGS ON MBRCHANTABLE COuiODITIZS ; 
Passenger automobiles valued at wore than 650.00 
5% on the amount in excess of »650.00, provided that in 
no case shall the tax exceed »250.00 per automobile. 
Toilet articles, preparations or cosmetics 10% 


Toilet soaps not:to include shaving soaps, or shaving 


creams 5% 
Devices commonly or comsercially known as lighters 20% 
Provided that such devices when comoined with 

pencils, cigarette or other cases 10% on the combined 
value. 
Cigars: 


(a) Valued at mot more than $40.00 per WM. 50¢ per li. 


(o) Valued at wore than »40.00 per iM. vut 
not more than »110.00 per NM. yoeO0 per M. 


(c) Valued at more than $110.00 per li. and 
not ore tnan »~150.00 per li. p7.00 per ii. 


(ad) Valued at more than »150.00 per M. and 
not more than »~200.00 per M. pl0.00 per ii. 


(e} Valued at more than 2200.00 per li. $16.00 per M. 


Sugar and Sugar Syrups. (This tax is not payabdle 
when sucn waterials are iuported or bougnt in 
bond in Canada vy recognized sugar refiners for 
further manufacture Le per Lb, 


Glucose and grape sugar (except wnen for use ex- 
clusively in the manufacture of leather and arti- 
ficial silk $e per lb. 


Tires and tubes; 


(a) Tires 2¢ per lb. 
(o) Innex tubes 3¢ per lb. 
Note; Woen purchased oy Canadian iinufacturers of 


automobiles who attain certain percentages of Hiupire con- 
tent in their factory production, this excise tax does not 
apply. 

Matches dg per 100 or fraction of 100 in each package. 
But 


On packages containing oetween 50 and 60 
Matches 3/8¢ pex package. 
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APPANDIX II. 


Exciss Taxcs. 


On packages containing ‘octwecn 21 and 


30 watches 3/l6¢g per package. 
On packages containing less than 21 

matches 3/20¢ per package. 
Cigaretts pepers 2g for cach 100 leaves or fraction of 


100 leaves contained in each package. 


Cigarette paper tuocs 2¢ for each 100 tubes or fraction of 
100 tubes contained in each package. 


Playing cards 10¢ per pack. 
Wines: 
(a) Non-sparkling Vee per gal. 
(ob) Sparkling wines 75¢ per gal. 


Note; The cxcise tuxes on wine do not apply on imported 
wines. 


(o) TAKES APPLICABLE TO SSRVICHS: 


Cables and telcgraph mossages, including radio 


messages og 
Long distance telephone calls: 
Petia the e211 costs more than 15¢ 6% 
But 
(bo) Calls from public pay stations costing more 
than 25¢ up to &0¢ yA 
and for each additional charge of 80¢ or 
fraction of 80¢ 5g 
provided that the tax on no long distance 
call shall exceed 25g, 
Pullman car and parlour car seats 10¢ 
Berths in Sleeping cars LO per cent ‘or 


the price paid, with a minimum tax of 25g. 


Cheques, money orders and travellers! cheques: 


a) Not exceeding »100.00 ag 

(o) Sxceeding »~100.00 6g 
Postal notes:= 

(a) Not exceeding pl,#C 1g 

() Exceeding pi.00 3¢ 


Bilis of exchange or proiiissory notes: 
(a) Not exceeding 9100.00 3g 


(bo) Exceeding 9100.00 6¢ 
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AzzaNDIX II. 
oxcise Taxes. 

Sales, transfers, or assignuents of stocks, bonds, etc., 
(a) Bonds 3g per »100.00 
(bo) Stocks: 

(i) Sold or transferred at over,yl50.00 per share 
4g per shave, plus 1/10 of 1% of the price or 


value in excess of »150,00 


(ii) Over 975.00 per share but not more 
than »150.00 per share 4¢ per share 


(iii) Over 950.00 per share, but not more 
than .7& 00 per share sg per share 


(iv) Over 25,00 per shares, but not more 
than 950.00 »er share 2g per share 


(v) Over ~5.00 per share but not more than 
y25.00 per share ig per share 


(vi) Over {1,00 but not more than 45.00 per 
share 4g per share 


(vii) 1.00 or less than $1.00 per share 
1/10 of 1% of the price or value 


Letters and postcards mailed to Canadian addresses 
or transmitted by post for any distance in 
Canada. lg each 

The sales tax of 8 per cent apslies on motor cars, 
toilet articles, soagos, lighters, cigars, sugar syrups, 
G@lucose, graye sugar, tires, tubes, matcnes, cagarette 
paper and tubes, yvlaying cards and wines, in addition to 
the above specified excise taxes, so that these combined 
taxes on the manufacturer's sales price are a heavy charge. 

Nearly all these excise taxes set forth above are levied 
on manufactured goods. Most of the revenue from them must be 
collected by manufacturers who »roduce them. 

While these texes are really consumers’ taxes and are paid 
by consumers in the majority of cases, nevertheless in some 
cases competition at howe and from abroad forces the manufact~ 
urers to pay part of the texes themselves. 


These taxes have a certain restricting influence on trade 
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“because tnucir addition to the prices of goods raises the 


selling price very consideraoly to consumers." 
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THE CHAIRMAN: Do you regard some of these taxes 
as a continuation of the old luxury taxes, if not in 
form, in spirit? 

MR. McCURMICK: Some of them are somewhat in the 
nature of the juxury taxes, but in a restricted sense. 

THE CHAIRMAN: Soap would hardly be a luxury. 

MR. “WALSH: It would in some places. 

THE CHAIRMAN: It might:be in some places. 

MR. McCORMICK: There are also taxes applicable 
to services, which are set out in Appendix II. 

THE ChAIRMaAN: The tax on pullman car and parlour 
car seats is imposed, = suppose, on the theory that those 
who use them can afford to pay taxes better than some 
other people. 

COMMISSIONER DAYOE: I suppose there is no cuestion 
that your Association would be very much opposed to the 
policy which was embodied in ths suggestion at the 1936 
session that there should be a constitutional amendment 
which would permit the levying by the provinces of 
indirect taxation, the object being to give the provinces 
practically a free hand in levying the sales tax. Your 
first recommendation is specific on that point. 

MR. MeCORMICK: ‘while I have no instructions on 
that point, Mr. Commissioner, I wouid think we wou.d be 
opposed to that. 7 

COMMISSIONER DAFOE: Yes, your Conclusion is specific. 

MR. McCORMICK: Our recommendation is definitely 
that the sales tax should be a federal tax. 

COMMISSIONER DAFOE: I just wanted to point out 
tha statement that was made in Parliament at that time 
by the Minister of Finance or the Minister of Justice, 
that all the provinces were agreed that such a constitution- 


al amendment should be made, which indicates that the 
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provinecs in licu of othcr sources of rcvonuc havo got 
their cycs fixcd firmly on the salcs tax as a possible 
source of future toxetion. I think that was a vory 
cloar indication of a futurc possibility. 
Tis CosIRMaAN: dave you cny qucstions to ask, 
Mr. St. Laurcnt? 
MR. SP. LAUREST: Just onc or two, Mr. Chairman. 
By Mr. St.Laurcnt (of Mr. McCormick): 
Q. You say, Mr. McCormick, in paragraph 3 of your 
Conclusions; 
“Saics tax paid on morcnandisc sold to a customer, 
who becomes bankrupt or who makcs e lcgal assign- 
mont: bcfore paying for the morchandise or the tax 
thercon, should be rofunécd by the zovcrnment to tho 
manufacturcr who has paid it." 
That would be @ now principic in connscction with this 
tax that gocs into the pricc of importcd and cven domcs- 
tic goods, that it should be remittcd because of the 
insolvency of the purchascr? A. No, I do not think 
6&0. 
Q- The importer who pays customs duties on goods that 
‘are resolé, but for which he does not receive payment, 
gets no rebate from tne Customs Department? A. No. 
Q. Ané with respect to the excise tax, if the tobacso 
manufacturer, for instance, who has to affix excise 
stamps to his goods is unfortunate snough to sell them 
to a customer who does not pay for them, he does not 
get a rebate? A. T would not make the same statement 
in regard to that tax, because I would be rather inclined 
to think that on prof of loss an allowance would be 
made. 
Qe On excise stamps? A, On exciso stamps. I hava 
no record of such cases, but I would be inclined to think 


that in an actual casa of loss, not on the sale of tho 
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goods, but a loss in the factory-- 

0. By the destruction of the merchandise? A Yes. 

Qe Oh yes, possibly in that case, but once the goods 
have b6éen sold, there is no rebate, even if the purchaser 
does not pay for them? aA. NO. 

Q. So the sales tax is in fact treated in the same 

way as customs and excise duties that go into the cost 

of the article? A. xcept as you regard the manu- 
facturing as the collector of the tax for the government. 
The Customs houses are collectors of the Customs duties. 
If the Custom house fails to collect the tax, the official 
collectors are not made to reimburse the government for 
the loss. 

Q- No, no, but the Customs duties, of course, are taxes 
that are supposed to be passed on to the consumer. 

A. But I am drawing a distinction between the govern- 
ment collecting customs duties and collesting the sales 
tax on imported goods, whereas the manufacturer col- 
lects the sales tax for the government on domestic goods, 
and remits the tax to the government. 

Q» He collects it for the government and remits it in 

a certain number of cascs. ‘There are cases, as you point 
out, where he cannot because of cxisting conditions 
pass that on to the consumcr, and he has to absorb it as 
@ part of his own costs. Referring now to your first 
Recommendation that “The sales tax should be imposed only 
by the Dominion and should not be adoptcd as a method 

of collecting revenuc by provinces or municipalitics," 

do you intend to include the sales tax on “esoling, ror 
instancec, or is that tax looked upon as being in a 
special catcgory? A. I think thet is rceardsd as being 
in a spccial cagcgory. 


Q- So that recommendation docs not necessarily apply 
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to that spccial tax? A. wot neoccssarily, 

THE CiiATRial: I assumc wo may tako it, Mr. McCor— 
mick, that your gcncral rccommcondation on sales tax is 
this, that it bears neavily on the consumcr by reason 
of its bcing passcd on from manufacturcr ‘to wholcsalcr 
and from wholcsalor to rotailcor. and it is subject to 
these anomalics and incqualitics which you havc sug- 
gostcd, and that by reason of theso considcrations the 
Dominion salcs tax should bc poduces as rapidly as 
Dominion finances would pcrmit, and the principle of 
the sales tax should not bc cxtondcd to the provinces or 
municipalitics? 

MR. McCORMICK: Exactly. 

THE CHAIRMaN: That is a fair summary of your 
contention? 

MR. MeCORMICK: That is right. 

MR. \ALSH: That is all we have to submit at the 
present timc, Mr. Chairman, but we understand that we 
shall havoc an opportunity of appcaring again later on, 
if it is considorced wise by our cxecutive,. 

THE CHAIRMaN: Wo thank you, Mr. ‘Jalsh, for the 
presentation you have madc on the taxation question. 
The problems arising out of it are very interesting and 
important, and your whole Brief will receive our most 
careful consideration. ‘’e should be glad if at the 
Toronto hearing you woulé supplement your submissions 
by covering the points that were mentioned yesterday, 
and if you desire to add anything further which will 
throw light on the problems with which we have to ceal, 
we chall be very glad to have the information. 

MR. WALSH: As a national organization well estab-— 
lished all over Canada, it is fair to assume, I think, 


Mr. Chairman, that we shall take advantage of the opportunity 
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to answer some questions that may arise later on. 
ThE CiosIRiiaN: Thank you. 
Next on the list is the Life Insurance Companies. 
Mp. Leighton foster, I understand, appears for the 
Life Insurance Companies. 
LR. R. LEIGHTON POSTER, K.C., General Counsel 
for the Canadian Life Insurance Officers Association, 
was called. 
SUBMISSION BY 
WHE GaraDial: LIfe INGURANCE OFFICERS ASSUCLaTIOCN 
Ma. Re. LEIGHTON FOSTER: Mr. Chairman, and Members 
of the Commission, our submission is in printed form, of 
which a copy is before you, and I now present this copy 
in order that it may be marked as an exhibit. 
Pani Ble NO. Ga ° Submission by the 
Canadian Life Insurance 
Officers Association, 
Wits CHAIRMAN: You are General Counsel, Mr. Foster, 
for the Canadian Life Insurance Officers Association? 


MR. FOSTSR: Yes, ix. Chairman, 
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INTRODICTION TO LIFZ INSURANCE BRIEF 
I shell now read the brief: 
"This brief, which has now been marked 


Exhibit 92, is submitted by the Canedian Life 
Insurance Officers Association, an orgenizetion 
formed in 1894 by comoanies transacting life 
insurance in Cenade to foster sound and equitable 
grinciples in the conduct of the business end to 
promote the welfare of the companies end their 
policyhclders. Its membership is composed of 
forty-five (45) Canedien, British end foreign 
compenies representing ninety-nine point eight 
per cent. (99.8%) of the life insurence in force 
in Cenedea. Upwerds of three and one-helf million 
(3,500,000) Canadiens hold policies in these 
companies, and while the Association in making 
this vresentetior cannot contend that it has any 
direct mandate from them to speek on their 
behalf, it holds the view that from its knowledge 
of the business it should exvress whet it believes 
to be in their best interests. 

There is scercely eny phese of the Commission's 
enquiry in which the life insurence policyholders 
and the business of life insurence ere not to 
sone extent interested, The tesk hes been to 
select those matters Of particulcr 
interest to life insurence. Accordingly, the 
submissions now made are lirited to certain 
pertinent informetion resvecting the plece of 
life insurence in the social end economic life 
of Cenede; the importance to life insurence of 
assets end interest thereon; the necessity of 
méintaining the public credit; jurisdiction cver 
debts and the relief of debtors; jurisdiction 


over life insurence; end finelly some generel 
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principles which it is believed should be borne 
in mind when investigating the taxation of life 
insurence comoanies, policyholders and 
beneficiaries end the incidence of succession 
duties. Appended to the brief will be found 
information resvecting the charecter and amount 
of texation invosad uvon life insurance in 

Canc dé. 

It is difficult to foresee at this stage of 
the investigetion every matter and possible 
development of interest to life insuraénce snd 
life insurance policyholders. The privilege 
of submitting « supplementary brief ct a later 
date, in the event it seems desirable to do so, 
will be grectly avopreciaeted. The services of the 
officers of the Associétion are at the disvosal 
of the Co: mission in the event further information 
is desired regerding the supporting end 
underlying deteils of this submission. 

The business of life insurance in Ceneda is 
essentieglly nation1 in oherecter end, for that 
reéson, &mong others, the Associction wishes to 
assure the Commission thet, in enproaching its 
work élong broed nétional lines end recommending 
whet is best for Canada as a whole, it hes the 
full support of the interests represented by the 
Associetion. 

POSITION OF LIFE INSURANCE IN 
THE SOCIAL AND HCONOMIC LIFE 
OF CANADA 

The following information concerning the 
position of life insurence in the sociel end 
economic life of Ceneda is submitted for the 


assistence of the Coimissioné 
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LIFE INSURANCE IN GANADA. There ere upproxizaitely 


six end one-helf billion dollars (46,500,000, 000) 
of life insurence in force in Cunede. On the best 
available evidence it is estimated thet this 
insurence is held by more then three end one-helf 
millions (3,500,000) of the people of Cenede, 

thet is to sty, by eEpproxinetely one-third of the 
entire populetion. It follows thet the average 
smount of insurence carried by Cenedien policyholders 
is less then two thousend dollers (2,000). 
SAVINGS OF 3,500,000 POTICYHOIDSRS. The premiums 
peid in 1936 by Cenedien policyholders totalled 
&oproximetely two hundred end ten million dollars 
(g210,000,000). A&A lerge proportion of the annuel 
sevings of the Cenedizen people is invested in 


life insurence. 


ASSETS p2,500,000,000: AVARLGE SHARE p350. The 
assets of the Cenedian life insurence companies 

end the essets in Cen:de of the other then Cen:dien 
compentes ovsreting in Cznede exceed two end one- 
half billion dollars (,2,500,000,000). These 
essets heve been built up by eccumuletions of 

smz.1ll premium peyments. The everege shere of eech 
ocolicy in these essets is epproximetely three 
hundred end fifty dollers (»350). 

BUSINESS OF LIF INSURANCH INTSRNATIONLL. The 
business of life insurence compenies is internation- 
@lin cherecter. In the yeser 1936 Cenedien life 
insurénce compenies recsived in oremium income 

from policyholders outside of Cenede epproximately 
one hundred end thirty-one million dollers 
(py131,000,000). This emount represented forty-nine 


per cent. (49%) of the total »remium income 
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of Canedien life insurenee compenios for that 
yozr. The cggregezte premium income for ths yecr 
1936 in Canede of British end foreign cornpcnies 
amounted to seventy-three million dollers (73,000, 
000) ." | 
THE CHATRVAN: You stete thet cooroxivetely 50 ver 
cent of the entire premium income of <11 Cen-dien life 
insurenee combenices is derived from thoir foreign business? 
MR. FOSTER: Yos, sir. 
THE CHAIRI“4N: Then in «© number of compenies it 
must be substentizlly more then 50 per cent, beccuse there 
&re & number of Coneditn compeniss who do no foreign 
business. 

MR. FOSTER: Thet is quite true. I continue: 
"GOVERNMENT SUPERVISION OF LIF FNSURANOE. The 
cherecter of the supervision end reguletion 
exercised by the fedorcel cond provineisl governments 
in Cenede over life insure nce cormenics and their 
business indicctes quite clecrly tha universel 
interest of all citizons in the business cnd its 
notionel liportence. No other business is so 
closely serutinzed or supervised by governments. 

The most intimeto dotczils of the opercetions of 
the life fnsurcnce companies end tho lifo insurance 
busingss are .veileble to everyone who will cxemine 
the government reports end consult the officiels of 
the Insurznes Departments throughout Cenede. 
CONTRIBUTION OF LIFE INSURANC#? TO PUBLIC WELFARE. 
All exc.pt & very sm1ll percontege of Oi nzdicn 
policyholders «ro people in modost circumsténocs. 
Wero it not for tho s:vings represented by life 
insur-nes, the d:ngsr of mny Dooplo becoming 


burdens upon the stcte would be groztly increesed. 
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During the depression yo:rs from 162 to tho ond 
of the yotr 1956, one billion, ono hundred cna 
vhirty-five million dollers (»1,155,000,000) wes 
prid by life insur: nce comoznicos to policyholders 
ond thoir dependonts in Cr: nde., exclusive of 
p-yments mdo undor policy loans privileges, which 
were so lirgoly cxcrcised during this veriod. 
This “mount excccdsd tho tot:1 p-id by the Fodersl, 
provincizl «nd municip:1 governments to rocipicnts 
of unemployment «nd othor rolicf during the s-me 
period." 

THE CHAIRMAN: Hs ve you ths “mount of the lo:ns during 
thr.t poriod, Mr. Foster? 

MR. FOSTER: Th.t is rordily cvcils bls in tho govern- 
monts reports. I sh°ll bo gl-d to fils * momor:ndum 
covering 1t. 

THE CHAIRMAN: Iwas under the imorcssion tht, by 
re-son of ths deprossion, thero ws 2 vory largo «mount 
lomned to lifo insur;nco policyholders, thosc who noodod 
the money to c-rry on during tht voriod, :nd I w.s 
wondoring wht tho f:.cts wore. 

MR. FOSTER: Tht is vVory truce, Posse. figurcs 
ere recdily «veils ble, Mr. Chsirm.n. I continuc with the 
briof: 


’ IMPORTANCS OF ASSXTS AND INTER&ST THEREON 
TO LIFE INSURANCE 


Assots cro Accumul.ted S-vings of Policyholdors. The 
totrl agsots or invostments of the comon-nics “re 
simply the «ggrog:.tc of tho sm.ll «verge svings 

ef our poople who h-vo bonded together to curry 
thoir own burdons -s mech «s possible -nd to s*ve 
the community from providing relicf to thcemsclves 
rnd thoir dopendents. Tho immonso investments of 


life insursnee comp nios in Crna -re mde up of 
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smll :mounts contributed by vory mony individu-l 
mombcers of the community -nd -ro roslly hold bv tho 
comp;nics, not -s owners in the commonly c-ecented 
sonsc of the word, but ~s custodicns for the 
policyholdcrs. 

Why Accumul-tion of Assots is Necessery. The 
assets of the lifo insur:necs comps-nies cre held 

to meet tho oblig:.tions to policyholders -s thoy 
fill dus under their policy contracts. Since the 
cost of Llifc insur-neoc protection incresscs with 
the «go of tho policyholdors, while the yenorly 
promium charge rom.ins lovol; end since funds h‘.vo 
to bo built up to msot cndowment policies cs they 
m.ture; «nd since limited premium contracts h-vo 

to bo c-rriod cftor promium p-ymonts heve ceascd, 
iixeo liebilitics to yolicyholders cecumulets. 

This m-kcs essontiz1l the sctting cside of «© 
portion (m-them.tics.1lly e-leulr.ted) of ofch promium 
ond invosting it “t intorgst, in ordor thet the 
necessary assets may bo built up to provide for 
these lisbilitics «nd thus on ble tho comp: nics 

to fulfil thoir contrr.cts with their policyholdors. 
It is these <ccumulc.tions from millions of sm-ll 
promiums tht constituto the cssets of the 

como: nies, °~ll of which must be invested «t 
intorost. 

Importsnco of Intorest. The importeneo of interest 
in the businoss of life insurance is not goner:lly 
rpprocicted. While it might be theoreticslly 
possible to c-rry on the business of life insursnce 
without intorest o.rnings, the premiums charged 
voliscyholdors on 11 pl-ns would hive to be 
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(in some inst-ncos morc thn 50%) -s to mko it 
pr: ctic’.lly impossiblo to do so. 
How Assots «ro invostod. That the funds entrusted 
to the cere of the comoanies have been employed 
in the best interests of the country cen be seen 
by the cheracter of their investments. They 
include Dominion, provincial and municipel bonds 
to develop our resources, provide schools, roeds, 
street paving, sidewalks and waterworks; m rtgeges 
to assist in the development and improvement of 
agriculture end the furnishing of equipment; mort- 
geges to build and iitprove homes end business 
proverties; mortgeges end bends to furnish equipment 
for they cerrying on of business end increasing 
business eerning power end to finance power plents, 
reilroads, industries end public utilities generelly. 
It hes been seid thet life insurance has a greater 
stake in Caneda then eny other single industry. 
It is acparent thet the emenities of life end 
Seige nent of lebcur are due in no smell measure 
to the gethering together and investment of the 
small savings of the millions of individuals who 
have purchased life erepene. 

TH2 I PORTANCES OF PUBLIC CREDIT 
Life Insurence Devendent unon the tZintenence of 
Public Credit. Ths life insurence comoenies ere 
probably the most important single source of long- 


term funds for public borrowers.% They hold very 


X(See MacMillen Report: Section 26, subsection 5, pege 14, 
of the Report of the Committee on Finance and Industry 
presented to the British Perliament by the Financial 
Secretary of the Treasury, June, 1931. 
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large amounts of Dominion, vrovincial and 
municipel bonds, the prompt payment of which at 
maturity, and of the contractual interest thereon, 
is of first irportance to them in order thet they 
in their turn mey make promot payment to their 
policyholders. Therefore the collepse of public 
eredit in certein public bodies (for examole, at 
ene time in recent years more than 10% of the total 
municipal indebtedness of Canade was in default 
either es to principal or interest) and the threat- 
ened collapse in others, constitute one of the 
most cminous developments in Caneda from the 
standpoint. of life insurance." 
THE CHAIRMAN: In reference to the first statement 
in this paragraph, have you any figures as to Cane da? 
You sey: "The life insurance companies are probebly 
the moyt important source of long term funds for public 
borrowers." Then, you refer us to the MacMillan Report. 
I assume that is the report of the English commission 
presided over by Lord MacMillan. 
MR. FOSTER: Yes. 
THe CHAIRMAN: I wes wondering if you had any figures 
in relation to Canada or whether you assumed from the 
fact that 1t is so in England it is probably so in Caneda. 
MR. FOSTER: I have no figures to support that submiss- 
ion, Mr. Cheirwan. The extent of the holdings of the 
comoanies is well known , of course. 
THS CHAIRMAN: Is it given anywhere here? 
MR. FOSTER: No, Mr. Chairman. 
THE CHAIRMAN: Is there any reé cn why you should 
not give us the total amount of Dominion Government 
Bonds held by all these companies in Canada and the total 


amount of municival end provincial securities? 
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MR. FOSTER: We shall do thet. 

THE CHAIRMAN: I presume they evpear in the annual 
revorts. 

MR. FOSTER: They do. 

THS CHAIRMAN: And can be tabulated? 

MR. FOSTER: They are all tabuleted in the 
Dominion Blue Book. 

THE CHAERMAN: It would be interesting, es part 
of this submission, if we hed before us in support of 
the general statement by you the amount of funds the 
life insurance business is providing for public 
undertekings. 

MR. FOSTER: I have some figures here which will 
be of assistance to you. At the end of 1935, the 
Dominion Bureéu of Statistics stated that the totel 

net direct debt of the dominion, the provinces and the 
municivalities was »5,314,693,276 and thet the 
guerenteed or indirect debt amounted to 91,472,176,197, 
making a totel grand aggregate public net direct and 
guerenteed or indireet debt of Canade of »6,786,869,475. 

The Censdian life insurance compénies at the 


end of 1935 held 


Dominion Government Bonds 176,804,751 
Provincial £12, 902,007 
Cenedien Municipals 137 5,217,678 


p26 , 984,956 


To this totel of 426,984,956 should be edded the 
holdings of American end British insurence compeniecs 
doing business in Canede. Compering the totel so 
Obtained with the total public debt es ebove, it will 
be seen tht the totel holdings of life insurence compenies 
of such public securities is considerably less then 


10%. While the percentege of these holdings to the 
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totel assets ct the end of 1935 of Cencdisn life 
insurence compenics is approximately 23%, they represent 
Much less of cn interest in the total public debt, 

In other words their holdings bulk very lergely 
in their cwn portfolio, but they by nc means heve « 
domingnt position emong the bondholders. 

COMMISSIONER ANGUS: Would they be mainly long 
term bonds? It applies usuelly to long term bonds. 

MR. FOSTSR: I should say tyes'; but the figures 
are available, and «hen the facts ere available I vrefer 
not to guess. I continue with the brief: 

"Creation of Public Debt. All governments find 
greet difficulty in controlling the creation of 
debt in the fece of public demands for increased 
expenditures. Whiie the natural desire of 
legislators is to keed public borrowings to a 
Minimum, no machinery exists to »vrovide an 
automatic breke on the creation of public debt by 
the Federal govern™sent or by the provincial 
governmmts apart from the occasional difficulty 
experienced in marketing bonds. In respect of 
municipal borrowings, provincial legislation 
devised to limit the amount ef debt which any 
municipality might incur has proved in many 
instances ineffective. Not only hes some of 
this legislaticn been ineffective per se, but 
provincial governments have sometimes made its 
evesion possible. For example, in some 
provinces where the general law requires municipal 
by-laws authorizing the borrowing of money for 
certain capital exnenditures to be submitted for 
the assent of the ratepayers before they are 
passed, a Boerd established oy the gove rmneirtt 


has been given authority to waive, end hes waived, 
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the requirements of the general lew with sometines 
disastrous results. In but few vrovinces hes 
there been any effective check upon municipal 
borrowing," 
THD CHAIRMAN; Will you help us there by indicating 
the provinces where there has been an effective check 
on municipal borrowing. 
MR. FOSTER: I cannot help you this morning, but 
I shell be very glad to have a suvplementary memorandum 
prepared and filed. The brief continues: 
"Undue Public Borrowing Should be Checked. Public 
opinion is so insistent wpopon -- 
THE CHAIRMAN: Before you continue with your brief 
I should like to ask you this question. You say: 
"In some provinces where the general law 
requires municipal by-lews authorizing the 
borrowing of money for certein capitel 
expenditures to be submitted for the assent 
of the ratevayers before they are passed --- "* etc. 
I wes under the impression that in some of the vrovinees -- 
Saskatchewan, i think, being one, although I am not 
certain -- &@ municipality could not borrow without the 
approval of the board. Are you familiar with that? 
MR. FOSTER: I am not familiar with that, Mr. 
Chairman. I know the laws and the practices differ in 


the different provinces. I continue: 


Public epinion is so insistent upon certain 
forms of expenditure being made that sorie 
governments will always have difficulty in 
refraining from borrowing the funds with which 
to meet such demands so jong as there is no 
system created to constitute an effective chesk 


upon public borrowings. The exnénsion of the 
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services end functions of government is, of course, 
one of the underlying causes of the condition wy 
which led to the appointment of the Commission. It 
is submitted thet one of the most importent tasks 
facing the Comission is the development and 
recommendetion of some system which will restrict in 
some effective wey undue borrowing by Cenc dian 
public bodies. It would seem thet something 
&long the lines of the Council set up under the 
Australian Constitution, which would be empowered 
to pass judgment upon all public borrowings and 
be free of local and partisan influences, mst be 
established if the credit of all public bodies 

| throughout Cunada is to be placed in & sound 

position." 

Hd CHAIRMSN: Now, does ee association consider 
that whatever body is set up it should be one that 
controls municipal as well as federal and provincial 
borrowings, or just whet is the view in reference to that, 
Mr. Foster? 

MR. FOSTER: I heve no doubt, Mr. Chairmen, but whet 
at that stage in our submission we hed in mind a provincial 
board. | 

COMMISSIONER:SIROIS: Would it be a federal 
cammission? 

MR. FOSTER: Just what it would be, Mr. Commissioner, 
hes not been decided upon. In that sense I ¢ uld sey the 
association thinks so and so, but I em not in a position 
to say that at the moment. Thet is es far es we go in 
our submission at this stege, and whet we say hes 
the unanimous support of ell the compenies. Menifestly 
there are 211 shedes of opinion among our compenies 


end their executives, end thet will be evident as 
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one peruses our submission & little ferther. If the 
Commission would place any velue on «& supplementcry 
submission «t a léeter dete when we know the fects 
which you «re now covering, we shell be glad to 
present it, if it will be of eny essistence to you. 

THE CHAIRMAN: I see you do suggest th:t there 
should be something elong the lines of the council set 
up under the Australien constitution. 

MR. FOSTER: I think we cite: that, Mr. Cheirran, 

&s en exemple of the fect thet something cé&n be 
done rather then whet wes done in Australie would be 
perticulerly suiteble here. I continue with the brief; 
"Reallosetion of Government Responsibilities 
and Taxing Powers. The associated problem is 
thet of the reallocation of resnonsibilities and 
taxing powers among the Federal, provincial and 
municipal governments. The maintenance of the 
public credit of Canedea demands that public 
bodies heaving the power to create debt should 
heve sufficient revenue to provide adequately for 
the payment of interest on their debts and the 
amortizetion of their debts within a reasonable 
period of time. Some way must be found to enable 
present debt burdens to be borne more easily. It 
would eppear that this cennot be eccomplished 
otherwise than by a reallocation of government 
burdens and revenue sources. 

The Association believes ‘hat it has no 
authority to venture into the field of controversy 
involved in a determination of what burdens with 
regard to social services such @s unemp loy ment 
insurance, old age pensions, motners' allowances, 
child welfare end minicipal end agricultural 


relief should be sllocated to the aifferent 


pee 6 ae % | 
erent ¢ ald teoggen od Lay 688 i i 
tee Liontwe > Git ho. seats ons gic ta ‘gaibttonsi 
Le OURS Faoo - a — " 


oe eka” init tas ofl. oF. din tats f 


bie Lafonive us. fotehet oe mods ORES a He 
, _— by t : ip ps .~ 
ett 36 oonanettian ait '.aenamiteyos | Legtoteame 


fideo tenet waboaied abansy head rhbete ones 


reiki : 
tL) ae Bo / her 
YN deter ae, hn 
| ar’ te Z be ° 1 > eS, Wi 
: - ee bas a a 
Pee Fi pee BS Ceol 
; nd + Padi 
"ae ge nase « - tad 
a 4 yee 8D sae > SS BEE} a cht Ov b heehee 
: ” *€ : ~ t 
ia he eter : 4 we 
it bORRS save’ BANOO: 8 toe 073) Ww Ge 
if, 
ay. 
Bs op get Net taal eee oe ie eee is, acl ce eee 
pay 4 ek ‘Ve Lea PESO Sta Su GH -eaeD 


is pee hy -eudergrs hae te 
on ad, FE wed ® weaver: * pe ets 


(atavs in WO eee tat 2OF tk ett ney ot we ree), 


sa tm, 2b pete, 4 ae to fg. domim rote 8 on 


Feo Yos qmene: Ad hance ae 0 iB, fsi908 @ 


ree sow r ‘etree yano. ieno¢g ° 


i Lesualne: ue. Sn Lacie: betes ’ 
¢ eral ub edt oy Bot acdsi 


2005 


govermmamt™bodios, i.e. federal, provincial or TL po La, 
or of what corresponding scurcas cf revenuc should be 
assigned to the several governments. Nevertheloss, it 
does believe that these twin problems are among the 
most important faced by Canada and that the Ocmmissicn 
will have the substantial support of all far-sighted 
Canadians when it apprceaches them in their broad national 
aspect seeking cnly what is best for Canada as a whole. 
Apart from any reallocation of government responsibilit 
_los, governments should be alert to avoid new and to shed 
old burdens wherever possiblo. An example of the latter is 
afforded by Dominisn government annuities. Dominion govorn- 
ment annuities were scriginally conceived by lzgislation in 
1308 and were intended to operats as a basic scheme for old 
aga pensions for people in modest circumstanscs who might 
otherwise—bocome a charge on tho state in their old age. Tho 
history of its operation since that date makos it reasonably. 
clear that it is people not so likely to need old age assis— 
tance..who have beon taking advantage of the scheme. -Furthe= 
more, legislation.introducéed by the Dominion and tho various 
provinces since 1927 now makes provision for old age depen- 
dency so that the need for theso annuity ccntracts, as 
originally contemplated, has beon greatly modificd. It 
oul’ seem that if the sale cof annuitics by the govornment 
is to be continued, then they should neithor be sold at a 
Ti) 
substantial annual cost? to meee HH 
# In 1936 the Banking and Commerc> Committee of the Canadian 
Senate repcrted, after a lengthy investigation, that "tho 
Annuities Branch estimates these lossos to be abut meee: 
for the past yoar (1935). The evidence submittod by others 
however, indicates that the loss was probably ee in 
excoss of this amount." ; 
Mr. Watson, Actuary cf the Department of Ins. UL anes pointed 
out boforo the Senate Gommittee, "The debt arising cut of tho 
Sale of annuities is rolling up at compound interest, and 
will maturo some day with unpleasant rapidity." 
As stated by the Canadian Chambor of Ccmmerce in a memcrane 
um to the Senate Committos dated May aay 1836, "No provision 
is made, moreover, in the promium rates charged, for ovor- 
hoad expanses of the Annuiticos Branch cf tho “spartment of, 
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the taexpeysrs of Cenede nor invelve the stato es 
the denger of excecdingly heavy potenticl losses. 

New burdens should be cssumcd only cftor 
most careful end thoughtful consideration. At 
the present time our governments are giving 
consideration to unemployment insurence, health 
insurence, end other social insurance legislation, 
and this Association strongly urges that, 
before any vlan is decided upon, cere be taken 
ta ensure thet it can and will be carried out 
economically and efficiently. Any plen of social 
insurance must meet the test of actuarial soundness. 
Duplication of services must be avoided. Costs 
must be controllable and expensive administrative 
machinery must be shunned. The scheme must be 
fair to the community as a whole. Life insurance 
companies in Canada have gone on record on several 
eccasions plecing their organization, resources 
and experience and the experience of their 
officers at the disposal of our governments. 
Jurisdiction. At present jurisdiction over the 
principal of dcbts is supposed to reside at least 
to some extent in the vrovinces, while jurisdiction 
as regerds interest is deemed to be a@ Dominion 
matter. In our opinion this distinction is an 
unnatural end unworkeble gne. There is, as a 
matter of fact, no difference between the 
contrectual obligetion to pay interest and the 
contractuel obligetion to pay principal. One is 
as binding es the other and the lews relating 
to them should be coordineted. 

In & woll-ordered commgnweélth, jurisdiction 


over debts should be complete and exclusive in 
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one authority. Divided jurisdiction in Cenade is 
lergely responsible for the difficulties encountered 
in solving our debt problems. Obligctions to repay 
money borrowed ebrozd crising — of international 
commitments end alternative currency options meke 
it impossible for the Dominion to retire wholly 
from the debt fiold, evon if such & proposal were 
tenable on other grounds. There is « widely held 
opinion emong the officers of our Associction 

that jurisdiction respecting both the principel 

end interest of debts should be vestcd in the 


Dominion,.* 


THe CHAIRMAN: You say, under the existing legislation 
the Dominion Governmsnt annuitios do involve the state in 
& substential annual cost; that is, tho emount paid for 
tho annuitics by the amnuitants is not on an ao: iarial 
basis. 

MR. FOSTZR: Yes, Mr. Cheirman. Wo, of course, are 
only meking reforcencce to Dominion Government annuitics as 
an illustration of what wo moan when wo say that the 
governmont should be alert to avoid now and to shade old 
burdens whore possible. It would occur to one thet if the 
Dominion Government ennuitics ers not fulfilling tho 
purvoso for which they were originally conccived, and if 
in fact thoy ere costing ths taxpeycrs of Canede e lot of 
money, thon possibly thet is e burden which should be 
put off, or if they aro going to bo continuod and sold 
they should no longer be sold at a cost to tho texpayer. 

COMMISSIONER DAFOE: Is thoro matcrial showing a 
breekdown of the poople who heve annuitics which would 
indicate thet ths original purposo is not boing mot to 
@ considoreblo degree; thet is, the pooplo are buying in 


smzll amounts witn a viow to providing for thoir old age? 
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MR. FOSTER: My recollection, Mr. Commissioncr, is 
thet whon the Banking and Commerce Committoc of the Scnato 
invostigetcd this mettcr a couple of ycoars ago thcore was 

ovidcnce brought bofore the committcc to tho effcoet that 
it was not poor pcople so much és the wealthy pcople who 
wore teking edvantego of this form of protcction, shall 
I say. 

COMMISSIONER DAFOE: These facts ere obtainable? 

MR. FOSTER: On the othor hand, if you refor to the 
Banking and Commercc Committoc report reforred to in the 
Gvidenco boforc the committoce you will find the metcrial 
you heve in mind. 

THe CHAIRMAN: I notice you say on page 9 in your 
footnote thet: 

"In 1936 the Banking end Commerce Conmmittcce of the 
Canadian Senste reported aftcor a longthy invostig- 
ation, thet *the Annuitics Brench cstim tes these 
losses to be about »400,000 for the pest year (1935). 
The G¥idonco submitted by others, however, indicates 
that the loss was probebly greetly in excess of 
this emount.' " 
That is Mr. Wetson, tho eccountant of the Depertmont of 
Insurénco? 

MR. FOSTER: Yos. 

THE CHAIRMAN: I bclisve the reto charged for these 
&nnuitics hes boon increased within the lest yotr. 


MR. FOSTER: About « year -go,Mr. Cheirmen; my 


recollection is thoy wero increased 15 per cont. 

THE CHAIRMAN: Heve you any inf2rmation as to whethor 
or not this inerossed rete is still less then whet would 
make it actuerie.dy sound? . 

MR. FOSTER: My understending is thet the rates aro 


ere substantially insdcquetc in tho sense they do not yiold 
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rovenuc sufficicnt to sct up tho neeosscary reserves oné 
to pay ths commissions to government egonts who scll those 
ennuitios, end to pey the oxpense of mintcining the 
govornmont branch. But I went to ompht.sizge, Mr. Cheirmen, 
thet wo reisced this question only «s an oxemplo of tho 
kind of burdcn which possibly thc govornmcnt my shsdc 

end not with the thought of mkKing cny spocicl submission 
on tho subjoct. 

THS CHAIRMAN: I think there is somo foree in whet 
you say «bout the pcople in « position to tike cdventage 
of it. I romcmbor somo fricnds of mino telling me they 
hed purch:sod those governmont «nnuitics, and that it was 
‘bout the best invostmont thcy could find for funds. Theat 
wes shortly beforo the incrocscd rate wont into effect. 

OL course, the &mount e«nyons efn purch:=se is limitcd to 
$5,000. 

MR. FOSTER: It wes formerly $5,000; it is now 
gledgod. 

THE CHAIRMAN: Thet would probably chsngc the situation 
vory mterislly. 

MR. FOSTER: It hes boon »l1200 since 1952, ifr I 
rocollect rightly. According to the inform:-tion disclosed 
before the Sonete Committco in 1936 the volumc is going 
up very, very rapidly, notwithstanding the m.ximum thet 
cen bo bought is 41200 «= yeocr. 

THE CHAIRMAN: There docs not apporr on the surface 
to bo eny reason why it should not be on 4 solf-supvorting 
besis, in viow of the provision for old ago pensions, 
end so on. Still, thero my be some recson. We my hoar 
from tho hocd of tho depsrtment some good reeson for it, 
end we must keep &n opon mind until wo hear both sides of 
&ll these questions. 


MR. FOSTER: Yes. 
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THE CHAIRMAN: In regsrd to the lest sentence in the 
poreagreaph you just rezd, would it not require an amendment 
to tho B.N.A- Act to bring thet about? 

MR. FOSTER: Yes. 

GHE CHAIRMAN: You ssy th-.t by reéson of the 
internatione1 ond intcrprovincial charactor of debts,the 
dominion must continuc to have «= moasure of jurisdiction 
because the provinces cannot hendle the whole problem; 
end you argue, , thet being so, the whole jurisdiction. 
should bo givcn to the dominion?” 

MR. FOSTER:. Meny of our officers think thet, Mr. 


Chairmen. iI continuc with the bricfs 


a his 
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Interest in reletion ts debt. Suggestions respecting 
adjustment of debts to enable them to be borne more 
easily usually take the form of proposals to 
refund cutstanding obligations at reduced rates 
of interest. The very existence of interest is 
deplored - the very right of interest to exist 
is denied - in some werters. Interest is 
fundamental, and interest and rent are so closely 
related as to be elmost synonymous terms. The 
rignts of the individual to own privete property 
wuld be, to a large extent, empty end barren if 
he were deprived of the privilege of lending 
his property for interest or rent. There are 
those who would eliminate interest, though not 
revealing thet such is their ultimate vurpose, 
and unfortunetely, sometiiwes encouragement and 
support is extended to them by other persons who, 
while they would be strongly opposed to the 
aboliticn of privets property, do not always 
ea opreciate their own dependence upon interest, 
There is « greet need for increasing under- 
standing as to the eSsential place interest 
occupies in economics. Every citizen is prepared 
«t+ ell times to take the necessery steps to 
protect his cash and other cesily recognizable 
assets. On the other hand, many citizens ere at 
times ready to ecaquiesce in moesures which mey 
heve the cffect of wholly or partially destroying 
other esscts in which they ere interested, such 
es life insurenec, bsceuse the value end 
vulnorebility of these other essets end the 


effect on them of whet is proposed ere not so 
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generelly understood and seprociated, Arbitrary 
mesures taken to reduce interest rates moan thet 
investors, especielly those with modest investments, 
my suffcr such losses ss will plece them in 

dire distress. 

Investors in their verious oatcgorics, and 
perticulerly es life insurence policyholders, include 
& large proportion of the poople. In considering 
the interests of the people as texpayers, consider- 
éetion should also be given to the intorests of the same 
people és life insurance pslicyholders. After all, 
in the ncoighbourhood of throc ond a half million 
(3,500,000) Canedicns heve ontrusted all or pert of 
their savings to the lifo insurence companies, and 
the safekecping and ultimete return of those 
savings to the people dscpend largely upon interest 
and its certain end prompt peyment. 

Relicf of Dobtors. The relicr of debtors at the 
expenss of creditors hés grown to & point in sone 
provinces where Governments havo underteken by 
chengos in the lew to relieve grouns of debtors. from 
their contractucl obligations whether or not such 
debtors ere cetuslly in distress cnd quite regardless 
of their ability to pey. Why should the distross 

of large groups of debtors, many of whom may be able 
to mcot their obligations in full, be welaoved by 
blanket logislation at the sole expense of any 

group in the semo or enother community? if tho 
emergency is such ss to 6211 for Government 
intervontion, should tho distress not be relieved 

et the expense of the taxpayers gencrelly? At no 
timc in Grezt Britain or the United Stetes has ony 


Governmcnt undertsken to relicve the Gistress of 
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dobtors «at tho oxpenss of creditors, slthough 
froquently in the United Stzetos public funds herve 


cen used to rcfinence private debts." 


THS CHAIRMAN: You «re quito clocsr thet is tho 
ec.so, Mr. Fostorf You “re quite cloar tht none of tho 
So cc.llcd "Now Decl® logisle tion in the United Stetes hes 
roliovoé priveto debtors =t the oxpense of croditors? 

MR. FOSTER: PP usvo porson: liy Looked into that 
very closoly, Mr. Cheirmen, in « rath.r-peculier connection. 
I found tht some of our Amcricsn frionds could not 
undorstend just what wes hepponing to their Cencdinn 
invostmonts, end what was going on in somo provincas, 
until they found out thet legislcetion w 7s being passcd 
in Conede cnd coming to bo accepted almost as % matter 
ef courssc, of « chor:.ctor which could not be p&ssed in 
the Unitod States. 

THE CHAIRMAN: Tho 14th Amondment of the Amcrican 
constitution prevents tho lcogislatrro from interfcring 
with contracts or teking privete property execpt under 
duc profess of law, and thet would ronder legislstion 
in the United States, which would cutometically reduce 
cithor intcrost or principle, quite apart from the 
question of bonkruptcy, unconstitutioncl. 

MR. FOSTER: Yeseo 

THS CHAIRMAN: But it would be cons titutionel 
if it woro limited to those who were finenciclly 
emberme ssed or benkrupt. 

MR. FOSTER: Theat is my understanding, Mr. Chairman. 

COMMISSIONER £NGUS : You would not look upon the 
dollar doproeiation as = rolicf to debtors? 

MR. FOSTER: I did not have that in mind, Mr. Angus. 

COMMISSIONER MACKAY: You would not include benk- 


ruptcy logislation? 
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MR. FOSTER: I do not think we had tht in mind when 
wo wore m.king th-t perticulsr submission. 

COMMISSIONER DAFOE: You rather draw «.ttention to 
the blanket provision which mc-ns th:.t people ere relicved 
Peon one process of 1-3? 

MR. FOSTER: Yos, «nd I think we develop the thought. 

COMMISSIONER DAFOE: So thoy could not be obliged 
to most thoir obligntions, which in fact they would br 
éblo to moot if there was not this blanket protcction. 

MR. FOSTER: Yos, end I think we devolop thet thought 
PervioOrwin tf o.next pore eranh. 

COMMISSIONER SIROIS: Would it be possible for your 
SO give us the list of tho legisletion you refer to, 
Breovinciegd. cnd.fodors 1? 

MR. FOSTER: Yos. 

COMMISSIONER SIROIS: Bceruse the Fermcrs? Creditors? 
Arrengomsnt ict and Compcnios' Croditors’? Arrangemont 
Act arc both federsl lews. 

MR. FOSTER: Yos. 

COMMISSIONER SIROIS: It my bo well to have some 
provincicl lews also. 

MR. FOSTER: Thero will be further submissions de 
to you clong these lines. 

COMMISSIONER MACKAY: Is there not some Lmcricen 
legislation similar to our Formers!’ Creditors' srre-gement 
Act end the Companics’ Creditors! Arrangement ict? 

MR. FOSTER: I undorstend not; and there could 
not be under the constitution of the United States. 

THE CHAIRMAN: There could be, if the fermers wore 
bankrupt. 

MR. FOSTER: Oh, yos. 

THE CHAIRMAN: And thet is the b-sis upon which our 
Form rs! Creditors * Arrangement Lct wes supported by 


the courts, both by the Supreme Court -nd the Privy Council. 
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As I recell the judgments they state there acts, when 
properly construed, do fall within the dominion power to 
legislate on bankruptcy end insolvency. 

MR. FOSTER: Yess I do not hold myself out as an 
experts on the history and character of the United States 
legislation, but I do know that legislation along the 
lines of our Farmers ' Creditorst Arrangement Act has 
been proposed in the United States, and I have been told 

that were it not for the constitution, probably legisl- 
ation of that character might have been passed. 

COMMISSIONER MACKAY: What about state debts? 

Is there not some legislation --— 

MR. FOSTER: In regard to public obligetions? 

COMMISSIONER MACKAY: In regerd to the revudiation 

of state debts? 

MR. FOSTER: Not with which I am familiar. 

COMMISSIONER ANGUS: Some states of the United States 
have repudiated state debts. 

MR. FOSTER: Louisiana and Mississippi. 

COMMISSIONER ANGUS: About thirteen altogsther, 

MR. FOSTER: I am not personelly familiar with 
that except by hearsay. I continue with the brief. 

"Could not something be done in the interest 
of creditors either by way of an amendtent to the 
British North America Aco, 1667, guerenteeing the 
maintenence of certain minimum property and 
civil rights and liberties, or by way of e@ more 
generel use of the federal power of disallowanco 
to make certain that one groupv of citizens is not 
deprived of property rights for the benefit of 
another group contrary to traditional British 
principles and to the familiar provisions in the 
United States Constitution? Life insurance 


policyholders are creditcrs. The apmpenies are 
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merely the middlemen - the custodians of their 
savings. The property rights of policyholders 
should be sefeguerded."! 

COMMISSIONGR SIROIS: Does the federzil power to 
disallow still exist? 

MR. FOSTER: In the past, Mr. Commissioner, when 
it was generélly deemed to sexist, I believe some people 
thought it wes not exercised és much zs it might be. 

THE CHAIR’. AN: I have no doubt we shell soon hsve 
& decision on thet point from the Supreme Court. 

MR. FOSTER: The brief continues. 

"Life insurance comoenies --- " 
if CHATRMAN: It is only recently thet its 
existence has been doubted. 

MR. FOSTER: We are suggesting, Mr. Cheirien, 
assuming it still exists, it might be used «& little 
more freely. 

THE CHAIRMAN: Mr. Foster, your associction 
presents an alternutive proposal there. Of course, you 
must 611 be familicr with the long discussions that heve 
teken plece with reference to the exercise by the 
dominion of the power of disallowance, and certain 
difficulties thet are incidental to the exercise of such 
power. Do you consider whether, from your voint of view, 
it would be better tc have some provision in the 
constitution thet would guarentee certein fundements1 
rights, or do you went to leave it under the power of 
disallowance? 

MR. FOSTER: No, Mr. Cheirman, I do not believe 
thet wo would fevour one or the other. You will cbserve 
thes vhot we have to scy in this connection is put in the 
form of @ question cs it were, rather then & submission. 
If our opinicn on = porticulcr suggestion would be of 


any assistance to you wo should be very gizd to givo it 
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“fter we heve diseussed the m.ttcr with our eompc.nies. 
3 CHATRIMAN: It is much easicr to reise these 
questicns then it is tc sslve thom. 

MR. FOSTSR: Yes. 

THE CHAIRMAN: If we -ro to get reel velue from the 
submissions of these dominion orgcnizc.tions we mst htve, 
in addition to the rcising of the questions, the view of 
we Orgenizgoticns 2s ‘to its solution, if they find) it 
possible to express un:nimity of opinion en it. 

MR. FOSTER: Yos. I believe we herve been pretty 

definite in most of our submissicns. 

THE CHATRMAN: EF think you heve.- You heve beon 
more definite then some of the ether organizations. 

MR. FOSTER: And I think you my-tcke it with 
respect tc this perticulcr pcint, thet thero cre eltern 
ative submissions that could be given; but we suggest 
somcthing along this Line might be dons. 

THE CHAIRMAN: Thoro is this difference, which is 
fundementc 1: One is the constitutionel s:fegucrds, such 
£3 they hve in the United Stetos censtitution. It my 
not necesserily be thea etme provision. but there could 
be c. provision in the constitution. The other is, 
public policy determined by the government of the dey. 
My point wes whether your association, in m- king this 
suggestion, hed any conviction «s to which of these 
proposals you felt to be more in the public intorest, 

MR. FOSTER: No doubt yeu will find «11 shedes of 
opinion among our people, Mr. Cheirmen. They «re unenimous 
in going es far «s they hive gone. I shell oq eontime 
with the bricf: 

"Life insursnec companies ore not unmindful 
of the debtor. Thoy recognize th.t mny debtors, 


owing to circumst:ncees beyond their control, heve 
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boon un:.blo to moct thoir oblig tions «na yot 
h-vo msde sacrifices in 7n ettomot to do so. Tho 
record of the comp:.nies is one cf symp thetic 
underst nding «nd coopcerstion with honest dcbtors 
who “ro unable to mect thcoir oblig-tions. It is 
woll known th.t the comprnics h*.vo voluntcrily gono 
vory far in -lleviating gonuine distross -mong 
thoir morte :gors =nd othor dobtors snd in “ssisting 
them to meot thoir obligs.tions ond roh-abilitctc 
thomscolvos. No chengo in tho lew was nocoss-ry to 
foreo tho comprnics to -djust accounts with thoir 
debtors on the basis of ability to pay. The 
companies had been following such a practice for 
many years. At the same tiie the role of the 
life insurance companies is essentially that of 
the middleman standing between the policyholder on 
the one hand and mortgsgors and others to whom 
policyholders! funds are Coenen on the other. While 
the life insurence companies recognize that their 
investments must be subject to crainary business 
risks, they submit thet they cannot be expected 
to withstand losses resulting from legislation 
preventing able-to-pay debtors from fulfilling 
their obligations and at the same time protect 
the safety and security of their policyholders. 
Legislative relief of debtors end legislative 
encouragement to debtors not to meet their 
obligations oannot be pushed beyond & certain 
point without i:perilling the security of the 
policyholder. 
Life Insurance Policyholders es Creditors 
No life insurence policyholder in Ceneda hes in 
the past suffered @ loss through failure of any 


company to pay eny proper claim promptly and fully. 
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The soundness of the life insurance plan hés 

been demonstrited through good times ena bad, 
pestilence end war, end even recently in periods 
of subversive vrovincicl legislation. While the 
history of life insurence hes demonstreted its 
ebility to survive neturel crises, it hes yet, 
however, to prove th.t it is invulnerable to men- 
made laws. There ere only ome hundred cents in 
every doller. It is fundamentel thet « mn who 

is dependent upon the honesty «nd good feith of 
his debtors cénmiot continue to pay his creditors 
if his debtors do not pay him. The ability of 
life insurance comve.nies to fulfil their contrects 
with policy holders and to make the peyment 

ec.llesd for without deduction or cbcotomoent depends 
directly uvon the willingnoss of thoir dobtors, in 
turn, to fulfil thcir obligetions to the best 

of thoir ebility «nd mke psymsnts to the companies. 
If mortgs.gors, governments, end finencicel, 
industric.1 snd commercial corvor:.tions which neve 
borrowed moncoy from the insurence compsnics do not 
or are not permitted to return, in due courso, the 
monoy to fulfil thoir contrects, thon the life 
insuréncee compenics cannot continue to fulfil 
their contrects with their policyholders. In 
rocent years some people heve forgotten the 

Simple cconomic truism thet if a debt is not 


peid, someone loses." 
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" JURISDICTIO:. IN LIFE INSURANCE. 
Gcvernment Supervision. The life insuranes 
business in Canada is at vresent subject to 
supervision and regulation by both the dominion 
and the provinces. The Case presented to the 
Commission by the province of Manitoba adequately 
describes the controversy which has arisen from 
such dual control in the past and includes a 
suggestion thet the supervision and regulation 
of the business should be undertaken exclusively 
by the dominion. While there is much to be said 
for this suggestion as recognizing the national 
character of the business and the desirability 
of the elimination of any duplication of government 
services, nevertheless .the provinces have for many 
years undertaken to enact legislation respecting 
life insurance contracts and to license life 
insurance agents in a manner quite acceptable to 
all. Through the medium of the Uniform Life 
Insurance Act uniformity of legislation in 
these uatters has been attained in eight out of 
nine provinces. 

Association's Submission. The problem 
has been considered and thoroughly discussed 
by the exscutives of the aember companies, in 
conse.uence of which the following r<solution wes 
unanimously adooted by the Executive Committee 
of this Association at its meeting in Toronts 
on Dece:uber 7th last: 

The Canadian Life Insurance Officers 

Associaticn, the membership of which includes 
be executive officers of practically all life 


insurance co.wwenies transacting business in 
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"Canada, suggests that the law of life insurance 
contracts as exemplified by the Uniform Life 
Insurance Act of the Candian Provinces and comparable 
provisions in the Quebec Civil Code, and the 
licensing of life insurance agents, be within 
exclusive provincial jurisdiction, but that all 
other matters concerning the surervision (licensing, 
solvency, investments, inspections and revorts) 

of life insurance companies doing business in more 
than one province, and the regulation of life 
insurance busines. generally, be within the exclusive 
jurisdiction of the dominion.” 

This association submits thet the ee eebi Ne 
resolution recognizes the national character of the 
life insurance business in its »vroper relation to 
local intcrests and existing political and other 
conditions in Canada and hopes that the Comuission 
will recommend that the British North America 
Act, 1867, be amended to sive effect to the substance 
of the foregoing resolution and to make certain that 
the resvective powers of the doninion and the vro- 
vinces with resosect to life insurance are clearly 
defined to the end that in the future controversy 
may be avoided, 

TAXATION 
OF LIFE INSURANCE CO. £ANI“S, POLICYHOLDERS 
AND BENEFICIARIES. 
Commission's Instructions. The Commission is 
instructed ‘in particular .... to investigate the 
character and amount of taxes collected from the 
people of Canaca, to consider these in the light of 


legal and constitutional limitations, and of 
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"financial and economic conditions, end 
to cetermine wihether texation as at present allocated 
and imposed is as equitable and as efficient as 
Can be id6évised.....6.* Lite insurance policyholders , 
as has been shown, revresent a large provortion of 
‘the people of Canada.’ and the taxation imposed 
upon them and their beneficiaries directly, 
and through life insurance coOapanies indirectly, 
is very substantial. Unfortunately the full extent 
vf this taxation is not generally appreciated 
because it is largely indirect taxation which the 
life insurance policyholder does not pay directly. 
Accordingly, there will be found appended to this 
submission schedules containing particularsof 
the character and amount of these texes, together 
with other information within the scove of your 
enquiry. The discussion of the subject which 
follows is limited to statements of principles 
and watters of policy which, it is believed, vdar- 
ticularly deserve the attention of the Commission. 
Duplication and iiultiplicity of Taxation. 
Duplication of taxation, multiplicity of taxation 
generally and discriminatory taxes imposed by one 
municipality or province against the residents of 
other municipalities or provinces are much in 
evidence in the life insurance field.” 
I may point out thet in the margin of the submission thcre 
is a reference to the particular schedules in the appendix 
in which supporting data will be found. 
" There is an apparent tendency to treat citizens 
of one part of Canada as foreigners for the vurpose 


of texation in another part of Canada, thus promoting 


Detailed 


sectionalism cna imvairing netional unity. 
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"submissions are doubtless being made to your 
Commission by other bodies regarding these matters. 
This Association would favour any system of control 
of taxation in Canada which would eliminate 
duplication and unfair discrimination between 
different parts of Canada, and which would promote 


national unity." 
THE CHATRAN: You say, "see appendix Schedules 


cvand. Die What are the particuler illustrations you 
have in mind? 

MR. FOSTER: The references C and D, which will 
be found on oage 28 through to page 34, describe the 
provincial and municipal taxes imposed on life insurance 
couvanics and also give the statutory authorities. 

THE CHATRMAN: Yes; but the statement made in the 
submission is that there is a tendency, by taxation in 
one province, to discriminate egainstthose operating 
from another province. 

MR. FOSTER: On7n¢€ illustration of that was given 
yesterday, I believe, by the Canadian -lanufacturers' 
Association in connection with New Brunswick. 

THE CHAIRMAN: But does that apply to insurance 
as well? 

MR. FOSTER: No, it does not. 

THE CHAIRMAN: I thought, from your submission, 
that there were some of those that applied to insurance 
comvanies. 
| MR. FOSTER: Not in the life insurance field that 
I am aware of. 

COMMISSIONER DAFOE: It is a general observation. 

MR. FOSTER: Yes. 

COMMISSIONER SIROIS: You say here that, 
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among othcr things, discrimination is much in Gvidence 
dn the life insurance ficld, 

WR. FOSTER: Yes, duplication of taxation, 
multiplicity of taxation generally and discriminatory 
taxcs imposcd by one municipality or province against the 
residents of othcr municipalities or provinccos. 

CO.MISSIONER SIROIS: But you ere speaking of 
discriminatory taxes. 

MR. FOSTER: There arc many illustrations of texes 
imposcd by municipalitics in varying amounts; these are 
given in the schedulcs. But the Chairman's question was 
directed at the next sentence: "There is an apparent 
tendency to treat citizcns of onc vart of Canada as foreign- 
ers for the purpose of taxation in another part of Canada", 
and so on. 

COMMISSIONER STROIS: You use the worcs "discriminatory 
tancs”. 

MR. POSTER: Thorc arc’ some crambiles, For 
instance I believe that Nova Scotia taxes a non-resident 
life insurance agent $50, whcrcas a resident agent pays 
oniy G5. I can look that up for you. But, again, that 
is a tax against the agent and not against the company. 

COMMISSIONER Mco7tXA¥: Do you know of any provinces 
that imvosesa heavicr tax on a company incoroorated in 
anothcr province? 

MR. FOSTER: I have no information in that regard. 


: Indircet Taxes on Policvnolders Paid 
through Companics. 


Tho fundamental orinciple of lifc insurance 
igs one of mutual cooperation. Many cooperate 
to assume a risk which the individual could not 


bcar alons. It is only right and proper that this 
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"cooperative cntcrprisce should continuc te be 
subject to the samc general taxcs which are 
imposcd on individuals, partnerships and corporations 
In addition, the relatively small cost of insurancc 
supcrvision and rcgulation is reasonably chargeable 
to the insurances comoanics. Thc fact is, however, 
that in addition to the burdens borne by all classcs 
in the community, the business of lifc insurance has 
been compellcd to assums othcr heavy burdens through 
a variety of forms of spccial taxation levied by 
the provinccs and the municipalities. Policyholders 
pay as citizens all the usual forms and rates of taxcg, 
that citizene who do not carry life insurance pay. 
Because of the nature of life insurance, taxation 
ostensibly imooscd on life insurance companios is 
borne almost cntircely by the solicyholders. The 
tax levied by all the provinccs on varying 
bascs and at different rates upon the orcmiuns 
reccived annually by lifc insurance compenics 
accounts for ncarly nincty pcr cont. (90%) 
of the special taxation imoosed upon life insurance 


companics." 


Tae refercnco to this will be found in Schcdule A. 


THE CHAIRMAN: Where docs that appear’ 


WR. FOSTER: On pago 26. You will sec, in the 


casc of thc provincial premium tax, the Sotelo Tieure 10 
the right hand column is $3,256,300 and the total shown 
at thc bottom of that column is $3,669,237. But the doint 
which is not gencrally realized is this: 

"Upwards of cighty por cunt. (80%) of the 


lifc insurance in forec in Canada has been 
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“written on participating plans whcrcundcr 
policyholders may rcasonably ariticipatc and do 
reecive refunds of premium, so-valled 'dividends? 
or ‘profits' at regular intcrvals, It follows 
that premium taxcs arc dircetly reflected in 
rceduccd refunds made to, the ercat majority of 
Canadian policyholders and in a conscqucnt 

higher nct cost of insurance. The companics sorve 
Only as tax-collccting ageneics when taxation 

is imposcd upon premiums reccived on vartici- 
pating forms of lifo insurance. The indircct 
character of the tax -+ the:fact that it falls 
indircctly but unmistakably as a sovcciali additional 
tax on the thrifty pcople -- the pcople who are 
voluntarily making provision for thcir familics, 
dependcnts and cuployecs -- should always be 

borne in mind. .whcn the taxation of life in- 
SUranco 2S,Undcr consideration. To be borne an 
mind also-is the fact thet life insurenee relieves 
governments of the potential burdcn of relicf, old 
age dependoncy, and other social scrviccs., The 
social benefits inherent in lifc insurance are 
readily apparcnt. Unfortunately they are over- 
looked too freguently when additional revenucs 

are required by governments, 

Tho lack of uniformity in the bascs and iatus 
of taxation, particularly provincial premium 
taxation, and tho multiplicity of speolal texcs 
imposed by the provincial and municipal 
authoritics throughout Canaca produce the 
following results: 


(1) Tho cost of life insurance to She publia 
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"Wis winercescd. 

(2) Policyholdcrs resident within thc juris- 
Gietion where taxcs arc rolativcly low bcar 
& portion of the taxcs which erc imposcad 
within jurisdictions where they are rolativcly 
high. 

(3) Lifc. insurance companics incur substantial 
cxpcnsc in maintaining appropriate records, 

in assombling information and in furnishing 

tax returns on a varicty of forms to many juris- 
agictions. 

By rcason of the fact thet the contractual 
obligations of lifc insurancc companicse gencrally 
oxtend many ycers into thc future and that most 
premiums arc vaid annually (the amount bcing fixed 
atthe datc..of issuc of the contrget,}) the 
‘problem of taxation as it affects life insurance 
companics differs fron thet of an industrial cor- 
poration which can adjust prices rcadily to moct 
the necessitics of inercased taxation. 

The effect is varticularly evident in the case of 

the provincial premium taxcs, As these taxcs 

have beon imooscd and inercascd from time to 

time, thoy havc had a retroactive effcoct in 

that they heve becn made applicable not only 

to premiums in respect of new contracts, but also 

to premiums in rcspceet of contracts issucd many 

years prior to the datc of imposition of the tax." 
THE CHATRMAN:; You sey thet the premium is fixcd at 


it te fixe Wee 


the timo that the policy is-issued,.and.it 1 


an actuarial basis which will cnable the insurance 
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comipan* to pay the amount of the policy when it meturcs., 
Thet is the basis of thc premium. Then you say thet 
aftcr that has bcon donc the orcmium tex is incrceasca 
end you cannot incrcase your promium, which is’ « fixcd 
amount, thc result being that you ere unable -~ depending 
of coursc upon the amount of the premium tax -- to 
accuinuletc es much as you otherwise would to the crcdit 
of that policy, if it is ea participeting policy or 
the company is a mutual company. 
MR. FOSTER: I think your gucestion is anticipeted 
in part in tho next two scntcnces: 
"This retroactive feature is perticulerly 
scrious in connection with non~perticipating 
busincss, The imposition of taxcs having this 
retroactive cffoct might impair the solvency 
of the companics,.” 
wr coursc, in tho casc ofsparticipeting business, taxcs 
would havc to be very high beforc they would do more than 
effect the dividond or refund of premium which tno policy- 
moracr poriodically reecives:, 
" Furthcrmore, from a practical point of view 
it is desfrable, although the rates of taxation 
may differ, for the companics to treat their 
Canedian business es a unit and not to diffcren- 
tiatc between the policyholders of onc province és 
against thosc of anothcr in resoect of premium 
ratcs or policy dividends, Conscqucntly, 
not only is the premium tax a substantial in- 
position upon nolicyholdcrs as distinct froma 
other Canadian citizens, but the verying ratcs of 


tax now impos .dad producc inecquitics between 
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"individual policyholdors rusidcns in different 
provinces, 

Conccrning municipal texation, it is submittca 
that when the ficlds of rcgulation (liccnsing) 
and taxation (premium taxcs) have boon occuvicd 
directly by & supcrior taxing authority) it° is 
clearly undcsirable for numerous rcozesons 
that the samc ficlds should also bc occupicd by 
municipelitics. In cvory provinee of Cenade 
these ficlds have bcen soa oceupicd. In most 
of thom municipalities have been prohibitcd 
from imposingsuch additional feces and taxes, 
but there arc municipalitics whose right to 
do iso antedatcs the prohibiting legislation." 

Full particulars of thet will bo found in the Schedulc. 
NoOWLth Tospoct "to “any spocial taxation 
on life insuraneco companios, it is submittod: 

(a) thet the principlo of thc promium tax is 
acecpteble bccausc its administration is simple 
and effective, and bccausc it can be mado cquitable 
it should ‘roplecc ell othor forms of special 
taxation of lifc insurances by provinces and 
municipalitics; 

(bo) that tho formuls for calculeting the taxable 
promimn income should be fair and both the rate 
of tax end formula should be uniform throughout 

Canada, and that, if ncecssery to accomplish 
this ond, its esscssmcnt, collection cnd distri-~- 
bution should be centralized; 

(c ) thet the ratc should be fixcd as low as 
possible becausc the premium tax 1s @ special 


tex not shercd by all the citizens of Canada 
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“generelly, but paid by prudent citizens 
who, by buying life insurance, voluntarily make 
sacrifices so that thcy and their dependents 
shall not become charges upon the state; and 
that changcs in rate should appl» only to 
premiums on business written after the effective 
date of thc cheangc; 

(d) that cxisting doubts as to the constitutional- 
ity of thc proscnt premium tax should be romoved 
by an appropriate amendment to the British 
North Amcrica Act, 1867, making it clear that 
such taxation is within cxclusive provincial 
or dominion jurisdiction,” 

THE CHAIRMAN: Has that qucstion beon raiscd in 
the courts as to the right of a province to tax premiums? 

MR. FOSTER: It was raiscd in the Supreme Court of 
Ontario in 1914 in a casc involving the Canada Life 
Insurance Company. 

THE CHAIRMAN: With whet result? 

MR. FOSTER: Mr. Justice Middlcton held that the 
Ontario Act wes intra vires, but the course of the argument 
scemcd to raiso a grcat dcal of. doubt in cveryone's mind; 
and thc facts bcing as describcd this morning, I belicve 
thet most counscl would agree that it is pretty close to 
indircet texation. However, therc should not be any 
doubt about it if the premium tax is approved in 
principlo. 

" Direct taxes on Policyholders. 

If the matter of imposition of income taxes 
is one which comes within the purview of enquiry 


by the Commission, it is submitted that the 
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“principle should be established ané@ maintained 
that capital, as distinct fron incone thereon, 
shall not betaxed. This submission is particu-- 
larly applicable to vayments under annuity and 
life insurance contracts. 

Annui tan sand beneficiaries under policy 
contracts, the proceeds of which are payable in 
instalments, whether or not a life contingency 
is involved, are in receipt of payments which 
represent partly a return of capital and partly 
payment of interest. Representing such persons, 
whose numbers are increasing, the Association 
submits that for taxation purposes a clear 
distinction snould be drawn to the end that only 
the portion of suc:! payments which truly represents 
interest shall be subject to income tax." 

THE CHAIRMAN: At the present time, is the total 
amount of annuity sub-;sct to income tax? 

MR. FOSTER: In the past two or three years the 
department has been interpreting the Act as meaning that 
the full amount of instalment settlement and the full 
amount of annuity is subject to tax, unless, being an 
annuity, it is similar *o that issued by the dominion 
government. There is one section of the Income Tax Act 
which formerly provided an exemption up to $5,000, now 
an exemption up to $1,200 with respect to annuities issued 
by any government in Canada, which means the dominion 
government, or respecting like annuity contracts issued 
by any company, subject to the annuity being able to 
qualify under that exemption. The department is claiming 


a tax upon the total amount of the annuity payment or 


rooted Fonsi 


tre TO Tay: aio foragtnde ek 


ey ie 


baa wh pong sebea as HORT ot 2 aaa tac ¥ 


“etoas “ino sural 


gobup vo ststortened ‘praetnet 


be ey f 


eke diss 3 id ebasoorg ead a 


% 


ae. erie @ Tom Le todtodin eg 


; 
ntamorer To fqreoet ot ous 


> 


re ree 
fides 


| een same 
sritageront ete cxndawe esos 


not, tant st onda 


nolgon artelh 
 Daiwai wits om Naat Kutter starred ‘owe 40_woldaeg eat 
oa | po ‘Ehedde feoxeiat 
ran) ie 7 MANES ae 


ec ‘ ‘ 
ee sergsetat 4 


ery 


ste wis De toe 


akg te 
gyre > 


i 


ey tatty. BEE 8 i paweet van a ‘dot.uite AE a 


- 
ory 
aes a 


wa 


ios aise efinath ota c i 


29537 


instalment settlement, and submissions are presently being 
Made to the Minister of Finence suggesting an amendment 

to the law along the lines of the submission hich ve 

are placing before you, 

" Moreover it is suggested thas any taxation 
should encourage rather than discourage these 
instalment payments since this method of 
paying insurance money tends to preserve the 
benefits and the insurance over longer periods 
and to make more certain that the recipients 
will never become burdens on the state. In this 
connection attention is drawn to the recent 
amendments to the Ontario Succession Duty Act 
which have a comparable purpose (Statutes of 
Omoerio, 1937 .Can, 9,-8.6) 4 

The Succession Duty Acts of the several 
provinces have given rise to duplication of 
taxg#ion, and to delay in the settlement of 
claims. There is also great diversity in the 
exemptions accorded to life insurance policy 
proceeds and to policies sarmerkcd for nayment 
of suczession dutics. It is submitted that there 
should be no duplication or double taxation, that 
the rates and incidence of the tax should be un- 
iform throughout Canada, and that the prompt 
payment of small lifc insurance claims should be 
facilitated. 

Possible Reallocation of Texing Powcrs. 

if, as enc phot thore is an assumotion of 
furthor responsibility by the cominion for 
social scrvices such as unciploymcnt insurance, 
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"bc somc reallocation of taxing powers’ to give 

the dominion cxclusivs jurisdiction in some of 

the ficlds of taxation nov occuvica by the 

provinecs. In that cvent it is suggcstcd that 

succession dutics and premium taxcs and income 

taxcs arc the kind of taxcs which in the 

intcrusts of uniformity and squality and cificioncy 

Might well be transfcrrced to the dominion. 
Conclusion. 

The Canadian Life Insurance Officcrs 
Association, in respectfully making thcsc submissions 
thanks the Commission for the privilcse and 
opportunity cxtcndcd to it. Thc association has 
dcalt chicfly with mattcrs pertaining to lifc 
insurancc, but has cndcavourcd to relate them 
LOnche- gonerab natvonal- interest  “1t°is 
recognizcd that Canada as a nation is facing a 
crisis, in mocting which considcrations of 
national intcrcst should always prevail ovcr 
narrower intcrcsts of whatcvoer nature. 

Fro: the standpoint of the maintcnanco of public 
ercdit, special cmphasis is placcd upon the 
nceessity of allocating governmental rcspon- 
sibilitics and rcvenucs in such manncr as will 
recognize fairly proper national vicwpoints 

and, as far as possible, enable all important 
public bodius to cischarge thoir resvective 
functions and to financc thcir obligations, 

thus bringing far-reaching bcncfit to all parts 
of Canada. Tho association bolicvcs that it 


voiecs thc hopcs and expectations of ths pcople 
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"of Canada in cxprcessing the wish that thc 
recommendations of the royal Commission may lcad 
to legislation which will cnablc Canadians to 
realize mor. fully the idcals of thc Fathcrs 
Of Confederation in sccking to crcatc ~ithin 
the boundarics of Canada onc grvet and happy 
nation. 
Resp.ctfully submittcd on bchalf of 
the association. 
G. W. Geddes, 
Prosiacnut.” 

tHE CHAIRMAN: Thorc arc two peints upon which 
Peenould Like” to got somo furthor information befors 6 
comc to the appendiccs. Can you tcll us that pcrecntage 
Of the profits of thc life insurance companics -- 

I am rcofcrring to ths stock companics -- gocs to thc 
sharcholdcrs? 

MR. FOSTER: Therc is a statutory maximum of 10 
por ccnt undor the Canadian and British Insurance 
Companics Acts, but nonc of the mcdium sizcd or the 
largc companics takc the percontage allowed by law. 

Somc of thc smaller companics, whose sharcholders have 
had no substantial rceturns at all in the carly ycoars 
of thosc companics, are still taking the maximum of 10 
por ccnt. 

THE CHAIRMAN‘ Take the large sr companice: what 
rato arc they taking *? 

MR. FOSTER: It varics from zoro to 6 or 7 
por cont, which is thc most takon by the middle sized 


companics,. 


THE CHAIRMAN: So that the profits, thc carnings 
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of thcsc stock lifc companics, cxccpt for this percecntagec, 
go to the policyholdcrs. 

MR. FOSTER: Yos, if you disregard thcir non- 
participating busincss. Most of our Canadian stock 
companics, although not all, writc insurance on the 
two plans that are known respccetivcly as the so-called 
. participating plan and thc co-called non-participating 
plan. You are no doubt familiar with the distinction 
betwacn the two. 

THE CHAIRMAN: Takc the non-participating plan; 

what about the profits in that case? 

MR. FOSTER: In thc caso of the non-participating 
plan, the profits if any -- and I have not hcard anyone 
suggest in rcecnt ycars that thorce have bcen any -- 
go to the sharcholders. 

Tit CHAIRM AL: In addition to or as part of that 10 
por ccnt? 

MR. FOSTER: In addition to that pcrceontags. 

THE CHAIRMAN Quite apart from that? 

MR. FOSTER: Yes. 

a CHAIRMAN: Thc 10 per cent rclatcs to the 
participating policy? 

MR. FOSTER‘ The participating policy is sold 
on thc representation that the policy holder will receive 
certain so-callcd dividends or profits as carned, and 
the law says that he must get at least 90 por ccnt,. 

As a mattor of fact, in practice he gots upwards of 95 
por cent. 

THE CHAIRMAN: Take the mutual companics; they 
issuc non-participating policics, do thcy not? 

MR. FOSTER' Yos. Thorc aro only two mutual 


conpanics. 
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THE CHAIRMAN: One is very largc. 

MR. FOSTER: Yes. Thcy issuc non-~participating 
policics, although I understand that is a small percentage 
of thcir total busincss. 

THE CHAIRMAN: The profits, if there are any, 
on non~participating policies would go to the othor 
policyholdcrs? 

MR. FOSTER: Yes, to the participating policy- 
holders, 

THE CHAIRMAN; The othcr quostion is this. 

You wors discussing lcgislation with respect to dobts. 
Werc you spcaking only of privatc dcbts, or did you mcan 
public debts as well? 

MR. FOSTER: Exactly in what contcxt? 

THE CHAIRMAN: In your discussion of legislation 
with a view to reducing interest. I should have asked 
the question when you were on that »voint. 

MR. STEWART: It will be found on pages 10 and ll. 

MR. FOSTER: The question of jurisdiction over 
debts ? 

THE CHAZRMAN: Yes. Do you mean debts provincial 
and municipal as well as private debts? 

MR. FOSTER: Yes. 

@ CHAIRMAN: I should like to get your opinion 
on this Point, if you are able to express one. Our 
bankruptcy legislation, up to date, applies only to 
corsorations as opposed to governmental bodies. 
Assuming thet it should appear, as has been contended 
before the Commission alrcady, that a provincial government 
is not able to mect its obligations: there is no machinery 


whereby thosc obligations can be readjusted, as there is 
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in the case of a private corporation. What do you 
sugécst should be done in a case of that kina? 

MR. FOSTER: Speaking for the Association, I do 
not think that ZI can make any Suggestion. If it would 
bc of assistance, I should likc to put that gucstion to 
our committec and endcavour to bring back to you a 
“unanimous opinion. 

THE CHAIRMAN: I think it would be of assistance, 
becausc you have pointed out to us that tho membcrs of 
your .ssociation arc very large holdcrs of vrovincial 
government sccuritics and municipal securitics as well. 
You stress the importance of intcrest, and onc recognizcs 

that. Now supposG a provinces finds itsclf in the 
position where it can not mect its obligations and its 
revonucs arc not adcquatc to carrying theo present rate of 
intcrcst on its public dcbt; what should be donc? 

MR. FOSTER: That is, assuming that thcre has bcen 
a@ reallocation, 

| THE CHAIRMAN: No; I am dcaling with thc situation 
as it stand to-day.. We wore told, both in Manitoba and 
Saskatchewan, that thosc provinecs could not mect thvir 
liabilitics and thcy proposed, at least Manitoba did, 
a refunding at roduccd rates of intercst, thc dominion 
to takc over cortanhn liabilitics, and so on. The point is 
this. If you wors dealing with thc sccuritics of a 
private corvoration, “hc Bankruptcy Act or the Companics 
Croditors' Arrangoment Act would be availablo to that 
corporation,and your companics would then make such an 
arrangement as might appucr -°und and cquitablc and onc 
that would bc approved by the courts. We have no such 


machincry in thc case of the provincus, and I think it 
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would be helpful to the Commission if wo had tho boncfit 
of the vicws of your Association as to thc way in which 
that situation should be dcalt with. We haa suggestions 
from the provinecs as to how it should bc dcalt with, 
but we should like to know what thc bondholdcrs of thc 
provinecs think in this rogard. 

MR. FOSTER: Corteinly wo will discuss that matter. 
In our discussions thcso qucstions havc come uy. In 
the first placc, important boldholders though life 
insurance companics may be, thcy hold something lcss than 
mo por cont of the total public -dcbht. “"In-one varticular 
province, for example, they hold probably not more than 
0 per cent, and the other bonds outstanding in that 
Province are held by people outside of Canada, and 
there are considerations of nationai credit, and other 
considerations of considerable importance, that must not be 
lost sight of. I believe that our people have been 
hoping that as a result of some reallocation of govern- 
mental responsibilities and tax sources, ways and means 
would’ be found to service these debts, so that it would 
not be necessary to establish the machinery which you are 
now suggesting. 

THE CHAIRMAN: I am not suggesting whether or 
not machinery should be establ&shed; TI am merely asking 
for some suggestion as to how the matter shoulda be dealt 
with. We have the specific statement of the Manitoba 
government that they cannot meet their obligations unless 
they can get a refunding at a substantially reduced rate 
of interest; they declare that unless something of this 
kind is done, even with the changes which they themselves 


suggest with respect to the allocation of responsibility 
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and so on, they cannot carry on. TI am assuming that to 

be correct -- I am only putting it in the form of an 
assumption. Can your Association, then, give us any help ~ 
by expressing an opinion as to whether the suggestion of 
the Manitoba government is a feasible one, or have 

you any alternative suggestion with respect to the 
question? < appreciate the fact that you may find it 
difficult yourself, as counsel, to answer this question; 
but it would be heipful if we had the views of your 
Association on the point. 

MR. FOSTER: You will readily understand, Mr. 
Chairman, that we are following your proceedings very 
closely. We are going to be greatly interested in 
whet some of the other provinces have to say with regard 
to Manitoba 's submissions in that connection, Cur 
submissions with respect to the future are pretty strongly 
put forward. I believe that the bondholders are going 
to be, shall I say, somewhat more tolerant, if they can 
be assured that this sort of thing will not happen again. 
The life insurance companies have always indicated their 
Willingness to sit around the table with debtors who are 
in distress and work out some arrangement, We will 
certainly give the matter further consideration, and if 
we can reach some more or less unanimous opinion with 
respect to what appears to be useful to the Comnission, 
we shall be glad to make another submission. 

THE CHAIRMAN: And we shall be glad to hear it. 

I can quite understand that your Association, reorcsenting 
so many different interests, may conceivably find it 
difficulty to reach unanimity; but if you could reacs 


unanimity on some practice] proposal that might be helpful 
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we should be glad to hear it. 

COMMISSIONER DAFOE: 5. that point, if you are 
answering this question, you might consider the alternative 
put forward in Saskatchewan, where it was suggested very 
vaguely that there should be some sort of refunding 
operation whereby creditors should be given the option 
of taking bonds at a lower rate or accepting a cash payment 
in full, That is an important alternative. 

MR. FOSTER: Yes, we will consider that. 
THE CHAIRMAN: “id you intend to discuss the 
appendix ? 
MR. FOSTER: 2 do not think it is necessery for 
me to direct your attention to anything in the appendix. 
The Association rather felt that, by reason of the terms 
Or your refercnce, it might assist your permanent staff 
to have gathered together in convenient form certain facts 
which otherwise you would have to seek through individual 
companics. 
THE CHAIRLIAN: it is very convenient to havc the 
information in this form. 
COMMISSIONER MackKAY: On page 10, referring to 
social insurance, you make this statcment: 
* Any plan of social insurance must mect the 
tcst of actuarial soundness. Duplication of 
services must be avoided. Costs must be 
controllable and cxpensive administrative machinery 
must bc shunned." 
What do you moan by the statcment that costs must be 
controllable ? ~Oo you mcan administrative costs? 
MR. FOSTER: Ycs. ‘Wo had in mind all costs, not 


only bencfit costs by expensc costs; and I bolicve wo had 
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further in mind the fect that attcntion must be paid to 

the usc of the term "insurancu." In that connection I 

was intcrcsted to hear what was said yestcrday on the 
subject. So long as the torm "insurance" is to 

be used to describc a cortain plan, thon certain fundamentale 
must be borne in mind. If a particular plan of insurance 
assistance is in qucstion, where thurc is no thought of 

an insurancc foundation, as it worc, thcn these mattcrs 
presumably can be lcft to public policy. I think that 

is what wo had in mind, 

COMMISSIONER :12¢2.:Y: You say that cxponsive 
administrative machincry must be shunned. Are you reforring 
tomorovincial or federal machincry? 

MR. FOSTER: No, we arc not making any submission 
in that regard. What wc had in mind was that the 
Oobjcctive sought to bc attaincd by thc adoption of thcsc 
various sccial hcalth insurance plans should bc crystal 
Clear to cveryone. Somctimcs it would secom that the 
sponsors of these plans have given too little thought to 
the way in which costs are to bs controllcd, thc mtans 
whereby cxpcnsive administrative machincry should be 
avoidcd, and that sort of thing. 

COMMISSIONER MacKAY: Your association has not 
thought out any plan by mcans of which such machinery 
can be avoided. 

MR. FOSTER: No, because with the cxception of 
the hoalth insuranec bill in British Columbia thcre has 
becn no plan. With the cxecption of the 1955 dominion 
Act, which was a federal mattcr, there has becn no plan of 
that character discussed in this paragraph. No such 


plan has actually comc before any logislature in Canada -~- 
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at lvast no plan that I am familiar with. 

THS CHAIRMAN: It is a warning to législaturcs 
rathur than to us. 

MR. FOSTER: And put forward in the hope that you 
will pass it on. 

COMMISSIONER MacKAY: The great problom is tho 
Mavie1on of administration.  T morcly point this out asa 
suggestion , bocause it sccms to mc that your organization 
should havc some valuable idcas to offur in this rogarad. 

MR. FOSTER: This is really a request that wo bo 
invited to sit in when plans of this kind are roeciving 
considcration, in thc hope that wo might out forward some 
suggcstions which would accomplish tho purposcs outlincd. 
In Grcat Britain, the national hcalth insuranc. plan is 
administercd through the cooperation of fricndly socictics, 
which have litcrally thousands of little lodgcs scattcrced 
throughout the country, and the administration has bccn 
very cffective and chcap by rcason of the utilization of 
these fricndly socictics and thcvir subordinate lodges 
opcrating under the British plan. Unfortunately, our 
friendly sociutius in Canada aru not so -organizcd, so that 
that particular preecdcnt would not surve us here. It 
may be howcvor that when theso plans are in the formative 
stagos our association and its principal companics may 
be ahlc to make ae contribution which would accomplish 
somo of thc purposes indicated. 

MR. STEWART: In thc United Status, suporvision 


and rcegulation aro cntircly vostod in thc individual 


statos. 
MR. FOSTER: Ycs. 
MR. STEWART: Indoed, tho whole jurisdiction cvcor 
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life insurance companics is in thet country a mattcr cf 
statc control. 
MR. FOSTER: Exclusive stetc supervision. 

MR. STEWART: & would refer you to pagus etallol gare 
particulary thc bottom of page 7. You suggest that there 
should be some system which would restrict in some effective 
way undue borrowing by Canadian public bodies, and you say 
that something like the Australian council might be 
resorted to. Have you any information as to how that 
has worked ? 

MR, FOSTER: Personally, I have not made a study 
Orit. I had a conversation with an insurance man from 
Sydney this summcr in which he described in a very informal 
way the mennor in which the plan opcratcse there. According 
to him, it docs operatse-cffectively to_crheck public. borrow: 
ene in. Australia, 

MR. STEWART: As a matter of fact, in a dcmocratic 
eountry such as Canada, do you think thore is any sffcctive 
brake upon public oxpcenditure other than public cpinion? 

MR. FOSTER’ We aro submitting that thoro cught to 
be, and we are hoping that the .Commiesion will recommend 
somcthing new or somcthing along thc lincs of the ijus- 
tralian plan which will operate just as effectively. 

MR. STEWART: is it your suggcstion that the 
legislatures and the daminion parliaucnt should respectively 
tic thcir hands in tho mattcr of borrowing ~~ surrender 
theix borrowing vowers to some third organization? 

Some such idée must bc in your mind. 
| MR. FOSTER: The suggcstion is that thcy should 
agree to sit down togvthcr and confor upon the question 


of horrowing with a vicw to coming to somc decision by 
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which a curtain prcdctcrmincé maximum shell not bc 
exoucdcd. 

MR. STEWART: You arc morcly suggcsting dominion- 
provincial confcrenecs. 

MR. FOSTER: My understanding is that thcy have 
gonc furthcr than that in Justralia. Pcrhaps our subt- 
mission lacks that dcfinitencss which would prove of 
most bon fit to the Commissicn, but as additional 
information is forthcoming beforc tho Commission and is 
madc available to us, it may be that our own vicws can be 
erystallized and bo put forward in more dcfinitc forn. 

Cur submission at the moment is that there should bc some 
system which would rustrict in an cffective way unduc 
borrowing by Cancdian public bodics, and it would scom 
that somcthing along the lincs of what is bcing dene in 
Lustralia would accomplish that ourpose. 

MR. STEWART: Not neceussarily tho cstablishment 
of an indcpendent -Sommission,. 

MR. FOSTER: No. 

MR. STEVTRT: Turning to pagc 10, with respect to 
the qucstion of dcbt and the mattcr of jurisdiction, 
is it your suggestion thet the dominion bc given jurisdiction 
evor the princival and sho intorost of debt, however 
arising ? Is that your suggcstion? 

MR. FOSTER: Ou? submission govs that longth, 
ycs; I would say so. 

MR. STEWART: Lll debt, howcver arising? 

MR. FOSTER: I should think so. 

MR. STEWART: That would cover practically the whrle 
rcalm of contract. 

MR. FOSTER: T aa not surc thet we have thought 
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submission. We did have in mind tho fact thet to-day 
mattors of interest sccm to bo within dominion 
jurisdiction whilc mattcrs of principal arc in sone 
of thcir aspcets provincial. 

MR. STEWART: Lt any rato, suggestions with respcet 
to rclicving the debtor of his dcbt are roally @e far 
as you want to go. 

MR. FOSTER’ Ycs, that is probably 2 fair intor- 
pretation of our submission. 

MR. STEWART: Coming to the subject of taxetion, 
there is onc point I should like to touch upon. Regarding 
annuities and dividends, whet is the English practice? 
Can you tcll me ? 

MR. FOSTER: Ido not know, Mr.Stcwart. 

MR. STEWART: I undcrstand that fairly gcencrous 
treatment is accordcd annuitants undcr the English income 
tax act. 

MR. FOSTER: I am not at all surc, Mr.Stowart. 

I do know that thu. Unitod Status practicc is along tho lines 
of what wo suggcst at the bottom of page 22. 

I CHATRALLN: We thank you, Mr. Fostcr, for this 
vury intcrcsting and importent submission which your 
issocieation hes made, and wo erc glad of your help 
in the matter. We trust thet we can ect furthcr assis- 
tancc from you on th. ooints which we have discusscd 
and on any othors in regard to which you think you can 
assist us in any wey. | 

MR. M.CDONNELL: Mey I put on filc the dominion 
and provincial rcturns which you askcd for yesterday? 

THE CHAIRMAN: Yes. 

MR. M.CDONNELL: T should liko also to be ellowed 


to makc somc edditions to it. 
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THE CHAIRMAN: The insurance brief will be filed 
as Exhibit No.92 and the documents presented by Mr. 
Macdonnell will be filed as Exhibit No.93. 


EXHIBIT No.92: Brief of The Canadian Life Insurance 
Officers Association. 


EXHIBIT No.93: Dominion and provincial returns 
submitted by Mr. Macdonnell. 


THE CHAIRMAN: Is there anything you wish to adda? 

MR. MACDONNELL: I do not know whether you wish 
me to give you now the information asked for yesterday 
in connection with one or two questions that were raised 
then. For instance, you asked for the names of ten 
countries which in the last twenty-five or thirty years 
have adonted the contributory "all-in" tyve of old age 
pensions. 

THE CHAIRMAN: Will you be here after luncheon? 
If you can give us the names of those countries now 
perhaps it will be just as well to put them on the record. 

MR. MACDONNELL: The countries in question are: 
Austria, Bulgaria, Chile, Chechoslovakia, France, 
Italy, Jugoslavia, Luxemburg, Portugal and Sweden. 

THE CHAIRMAN: We will adjourn now until 2.350 
this afternoon, and when we resume we shall meet 


in the railway committee room. 


(The Commission took recess 
unt) Bes0 paw, ) 


Page 2555 follows. 
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AFLTER:COW SESSION 

The Commission resumed at 2.30 p.m. 

ThE CoalRMan: Next on our list is the All Canada 
Insurance Federation. 

aLL Cai ADA INSURANCE FEDERATION 

MR. J. A. MANN, K.C., General Counsel of the All 
Canada Insurance Federation, was called. 

THE CHalRii.is: Mr. Mann, you appear as Counsel 
for the Federation? 

MR. MANN: Yes, Mr. Chairman, I am General 
Counsel for the All Canada Insurance Federation, and this 
erief is submitted on bchalf of the Federation, which 
is a body composed of a little more than 200 of the 
licensed companies, Stock and Mutual, carrying on and 
registcred to carry on Fire automobile and Casualty 
Insurance in Canada, both those conforming to the tariff 
and othcrwise--Tariff and Non-Tariff companics. 

Before reading the bricf, Mr. Chairman, might I 
intcrject that I find upon cxamining it--it was only 
handcd to me yestcrday morning, and I got herc only 
last night--while there are refcrences in it to a great 
deal that Mr. Leighton Foster said this morning, while 
it contains much which conforms to Mr. Foster's suggestions, 
and it is natural, of course, that the Fire and Casualty 
companics would adopt a principle with regard to the tax 
on premiums in Canada and desire uniform application of 
it, I do not find that there are figurcs in this Brief 
indicating the nature of those securities to which you 
referred this morning, Mr. Chvinmman, in a@ gusstion to 
Mr. Foster; that is, tho naturc of the securities which 
are deposited to cover the uncarncd premium reserves of 
the companics. Wor is there any rcfcrencc to the very 
large amount, somowhere I think botweon four and a half 


and six billion dollars, of fire insurancc being 
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earicd in Canada. 

It will bo roalized at oneco that it is a very 
Qifficult thing to makc any synopsis or to make any 
calculation of the amount of liability insurance in 
foreo other than to dctcrminc it by thc limit of licbil- 
buy 20 Tospoet of the diffcront liability policics, 
bceeausc, aftcr all, cutomobilc end casualty insurencc is 
insurance of a linadility, and it would only bc possible 
to mekc a synopsis of thc cmount of the limitation of 
the liability in thcoso policicos. I shall be glad upon 
request of thc Commission to have tho Fodcration provide 
the Commission with the figures of insurencc carricd in 
Canade, Firc, Casualty cnd Automobilc insureancc, and as to 
the nature of the scecuritics going to make up the uncearnoed 
promium rcescrve dopositecd for the sccurity of the policy- 
holders in Canada. 

THE C:ualRMAN: Porheps you know whcthcr these 
sccuritics consist of Dominion or provincicl sccuritics? 
te. MANN: j.JIn conncction with the Cancdian cnd 

British Acts ond thc forcign Insurances Compenics Act, — 
nobody knows bettcr than you do, Mr. Chairman, the nature 
of thc sccuritics thet arc requircd to be hold under thosc 
mets. if con say thet the sceuritics making up thelr un- 
cerned premium reserve ieposits arc in « very large 
proportion Dominion and provincial sccuritics. I am 

not informed in rospoct of the Casualty and automobile 
Gcposits, but cs thcy are opcr ting under British 
chertcrs I would sny thet probably their sccuritis 
would be in Dominion bonds end in the stocks and bonds 

of the rcspcetive provinccs. 


Coming now to the bricf itscclf, 1 should like 


to roed e& parcercph or two. 
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SUBMISSION BY 
aLL CAUSDA INSURANCE FEDERaTION 
MR. MANN: Mr. Chairman, and Members of the Com- 
mission:: 
"The order in council creating thse Roycl Con- 
mission on Dominion-Provincial relations sets 
out the reasons for which the Commission was 
created, and the scope and purposes of the 
investigations which it is to conduct. * 
I shall not read the order in council nor the paragraph 
which is cited in the Bricf, except that part of it which 
refers to overlapping of scrviccs as between the Dominion 
and provincial authoritics, which reads as follows: 
“That govcrnumcntal cxpcenditures are increascd 
by ovcrlapping and duplication of services 
as between the Hominion and provincial govern- 
ments in certain ficlds of activity. That in 
other respects the public interest may be 
adverscly affcctcd by the lack of a clear 
delimitation of govcrnmcntal powcrs and respon- 
Sibilitics;". 
Continuing at the top of page 2: 

"First, let it be clearly understood that 
the companics accepted not only willingly but 
gratcfully, as in their intcrests and the interests 
of the insuring public gcnerally, the supervision 
of the Fcdcral government insofar as the solvency 
of Dominion licensed companies is concerned 
and, whilc thcy have opciatcd happily and satis- 
factorily under Dominion control, they co not 
maiko complaint at thc assumption of powcr by 
the provinecs as a result of the frivy Council 


accisions placing thc regulation .f thea* business 
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"within provincial jurisdiction. It is their 
belicf that the Supcrintcndcnts of Insurance 
of tho various provinecs and thcir dcpartmcnts 
arc conscicntiously and honcstly carryii.g out 
thoir dutics as laid down by the Insurance 
acts of the reospcctive provinces, and without 
qucstion that ccrtain powcrs ovcr the busincss 
should bc in the hands of provincial govcrn- 
mcnts and not in thc hands of thc penne or 
Might 1 intcrjcet thoro, Mr. Chairman, that with regard 
to the liccnsing of agcnts and with rcogard: to the 
provisions covcoring theconditions and forms of 
policy, i bclicvc it to bo the vicw of thc Federation 
that thc provinccs nceccssarily would control thosc 
cicmonts. It is not the vicw of the Fcedcration that 
there should bc any attcmpts at intcrforcnec or any 
recommendation for intcrfcrenec, I should say, in respect 
of propcrty and civil rights in tho respective provinces 
coming within thc smbit of the licensing of agents. 

T.3 CHAIRMAN: That samc vicw was prescntcd by 
tho Lifc companics. 

MR. MANN: Exactly. I am morcly stating what I 
believe to be ee of the Fcdcration. 

THE CHAIRMAN: “fould your clicnts agrec with the 
vicw presented by the Lifc companics, that save as to 
thosc two mattcrs, the jurisdiction should be in the 
fedcral government? 

MR. MANN: I bclicve that is what the Bricf will 
say. 

THE CHAIRMAN: Thank you. 

MR. MANN: I will continuc with ths sccond paragraph 

on pagc 2 of the Bricf: 
tAs a result of the cconomic and social 


acevelopmcnts montioncd in the first _f 
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“of the order in council to which wc havc 
alrcady rofcrred, there has of neccssity ariscn, 
without direct intent and in a largo dcgrce 
unconsciously, the situation which is rcfcorred 
to in the third paragraph of thc ordcr above 
quotcd, viz., duplication and ovcrlapping of 
servicos and consequcntly of costs therefor. 

It has alroady been pointed out that 
insurance companics of all classes (licensed 
companics whcthor operating as mombcors of an 
association or not, Stock or Mutual) have been 
operating chcerfully under conditions which 
social and cconomic changes havs crcatcad. 

They, however, deprecate increasing costs, 
whether arising through tho ovcrlapping of 
taxation or the duplicating of effort, primarily 
for the rcason that these costs must in the 
final analysis bc transmittcd to the insuring 
public. .1t may bo eaid that their concern 

in this perticular, while real, is not ontirely 
altruistic, for the rcason that, as increasing 
costs affect purchasers of insurance, thoy must 
ultimately affsct tho sellers. It should be 
borne in mind that, ontirely apart from con- 
sidoration of Life Insurance, with which this 
Fedoration ic not concorned, insurance is a 
basic necessity for the operations of both 
{jndividuals and corporations dependent thcroeon 
for protcction of asscts aud basis of cxcdit; 

in the casc of the omployce it offcrs protection 
from loss arising through liability for tho 
conduct of his ovm porscaal atfairs and guarantces 
rchebilit:ztion in case of loss or damagc to 


his property. Jith thesc thoughts in mind wo 
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"dcsirc to place bcforc this Commission cortain 
facts illustrative of thc points wo have in 
mind. 

Before sotting out the particulars, may 
wo be permitted to present the attitude of 
cortain provincial govcrnmcnts. 

the Attorney Gcncral of the Province of 
Ontario, the Konourable Gordon Conant, spcaking 
boforc the Toronto Canadian Club on Novembcr 
8th last (refcrring particularly to tho activity 
of "regulatory" bodics sct up in thc United 
Statcs and thcir harmful results, in many 
casos resulting in the gain of what he tcrmcd 
microscopic bonofits) statcd that the provincial 
government, while realizing and. accepting the 
neecossity for cortain rcogulation of busincss 
within its juriadiction, had no intcntion of 
jntcerfcring with busincss buyond thc absolute 
minimum noccssitics. use added, ‘It is my firm 
conviction that thc less government intcrfores 
with busincss the bottcr it is for business 
end the bettcm it is for. governmcnt.*" 


"The government of tho province of Manitoba-- 


I might intcrjcct, hir. Chairman, that I have not had the 


opportunity of reading tho bricf of the Government of 


Manitoba: 


"The government of the Province of lianitoba, 

in submitting its bricf to your honourable 
Commission, aftcr commenting on thc enormous 
growth of the many classes of insurance and 

the many classos of busincssos affcctcd thereby, 
points out that it may be aaid with substantial 
accuracy that the businoss of insurance in 


its various aspects concerns the intcrosts of 
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"covery citizen in Canade cc: woll as wvery 
busincss conccrn, «After drewing attcntion to 
the provisions madc in the Articlcs of Con- 
federation for distinction botwecon Dominion 
and provincial cuthority, and refcrring to 
the litigetion which dovelopcd and the dc- 
cision of the Judicial Committce of the Privy 
Council in 1932 on the question, Manitoba 
makes the statcment:-- 

*YFrom a busincss standpoint it would 
appear most advisablc to have once central 
cuthority with cxclusive jurisdiction in 
relation to insurante. At present, as a’ tosuLt 
or the Previntc® of Conada hevVing jurisdicotia 
over the busincss of insuranec, wo heave in Canada 
nine provinelal Dopartmcnts of Insurence, In 
addition, the Dominion Department of Insurance 
also functions in cxercising the limitcd juris-— 
Gtetvion whichtit+has, or *belicves. 1t°bhas;” In 
ell, thore are ton jurisdictions in insurance 
mattcrs in Canadea.! 

In a preccding paragraph we say that 
cortain powcrs over the insurancc business 
should be in the hands of provincial gov.rn- 
mcnts, and not in the hands of th Dominion. 
Hore wo have in mind the matter of liconsing 
insurance agents. This powcr, in our opinion, 
should romain in the hands of the provincial 
governments beccuse it is a purcly local mat~ 
tor and because from this source sufficient 
revenuc should bo dcrived to pey the cxpenscs 
of the various provincial Insurenco Dopart-- 
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"Establishcd jurisprudence would scm to in- 
dicate that it lics within thc powcr of the 
provinecs to govern the conditions of insurence | 
contracts made within the provincial boundaries. 
The companies offer no objection to this, but 
have always urged that in the interests of 
economy such conditions should be uniform through~ 
out the various provincial jurisdictions and 
are, and have always been, very willing to 
cooperate with the interested governm nts, 
with that object in view.” 

I think Mr. Foster said this morning--I am nos sure but 

I think he did--and as a matter of fact, you, Mr. Chairman, 

know that eight provinces have adoptea uniform conditions. 

There is, I believe, some slight variation in respect of 

mne eastern province, but it is immaterial. Certainly 

five of the western provinces have uniform conditions and 

have had since January 31,1925, when the Ontario Act 

.was finally put into effect. I continue at page five of 


the brief: 

“The unconscious increasing of ¢osts, 
to which we referred in the opening, is well 
illustrated by taking as an example the opera- 
tion of a provincial Department of Insurance 
between the years’ 1920 and 1936. In 1920 
companies who were Dominion licensees made no 
report of their financial operations to the 
provinces, They did supply them with a short 
form giving brief particulars of their charter 


powers, incorporation and what lines of in- 


surance they were permitted to write uncer 


their Dominion license. The revenue of the 


Department in question in the year 1920 was 


&110,778. The number of permanent employeas 
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"Was eight and the number of temporary employess 
in ths Department nine, and the total expenditure 
of the Department $23,746. 
In 1936 the revenue of the Department hada 
grown to $161,104. ‘the total expenditure was 
$66,943., the number of permanent employees 
had increased to twenty-eight and thse number 
of temporary employees, in addition, was 
seven. It is true that by 1936 the jurisdiction 
of the Department had grown to the extent that 
it required from the various Dominion licensed 
companies a ‘modified annual statement of theiz 
financial operations, which in fact was a copy 
of the same statement those companies rendered 
to the Yominion government, with sufficient 
changes, however, to make it necessary for the 
companies reporting to make a separate report 
and compute their figures, particularly as far 
as reinsurance was concerned, on a ditferent 
pasis to that employed when making returns to 
the Dominion. It must not be overlooked, how~ 
ever, that during these seventcon years some 
of the companies (3 of the 11 cash mutuals) 
which in 1920 opsratcd under a provincial 
license, had by 1936 become Dominion licensees 
reporting to Ottawa." 
tlt is interesting to note in regard to 
the Department referred to--" 
I am not instructed as to which province that department 
belongs to, and I should have to ask the Federation to 
inform me; 
“It is interesting to note in regard to the 
Department referrea to that its total net revenue 


derived from insurance companies and insurencs 
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"agents for the year 1935-36 amounted to 
%101,104., whereas its total expenditure 

was only $66,942. We can oniy assume that the 
balance, amounting to the substantial sum of 
w94,161., found its way back to the general 
fund of the Province, and that this sum, being 
in excess of what was required to sustain the 
Department, is income to that Province directly 
derived from indirect taxation imposed upon 

the husiness. 

During the same period the expenses of the 
Department of Insurance at Ottawa, which are 
assessed pro rata on the premiums writtcn by 
Life, Fire and Casvalty companies holding 


Dominion licenses were as follows:-- 


Year Fremiums Expenses Ratio 
1920 $134,579.570, peo, 150. «066% 
1936 254,589,666. 155,143. « 060% 


It will be seen from that table that with an inecreasa of 
something in excess of §120,000,000 in the premiums in 
Canada as betwesn 1920 and 1936, the expense ratic came 
down from .066% in 1920 to .060% in 1936. 
ivwhile the above figures include Lifc 
premiums, the rate of expense on each premium 
dollar, whether Life, Casualty or fire, is 
constant. ‘the expenses of supervision in the 
case of one central authority decline as the 
business increases, whereas, when that super- 
vision is divided, they increase, as the pro- 
vincial example illustrates, and where nine 
separate supervisory bodies are maintained the 
expenses obviously increase in that ratio. 
If our recommendation of one central author- 


ity were adoptsd we are confident that the “neosease,d 
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"cost of operating such a central supervising 
body would be only a small »>art of the savings 
that would be effected by the elimination of 
the nine offices which, in a large measure, 
duplicate the work now being done by the 
Dominion Department. * 

THE CoATRuAN: I was looking to see how the annual 
premiums of the companies in your Association compared 
with the annual premiums payable on the life insurance 
policies in Canada. I see from their Brief that the 
premiums paid in 1936 by Canadian policyholders amounted 
to approximately:210,000,000, while your premiums amounted 
to ~<54,000,000, slightly in excess of the Life insurance 
premiums. ‘There was nearly ,»500,000,000 paid in premiums 
to insurance companies. 

MR. 1:ANN: It would look as if there had been some 
misapprehension. <aAccording to tue brief -I have before 
me, the figures I nave just quoted include Life »vremiums. 
It says,"the expenses of the Department of Insurance at 
Ottawa, which are assessed proret2 on the premiums vritten 
by Life, Fire and ccsu:ity companies holding Dominion 
licenses were as follows. I do not know whether they 
mean that that5254,000,000 includes Life premiums. Il 
cannot believe that our premiums would be less than 
290,000,000. It is impossible to believe that Fire, 
Casualty ané Automobile premiums in the whole Dominion 
would be less than {50,000,000 a year. It would be 
extraordinary if they were iess than that figure. I 
think tie wording in the Brief is unhappy, and I shall 
have to have that checked. I think what they mean is 
that these are thc vremiums, but that they are assessed 
with the Life, Fire and Uasualty companies. I will have 
an enlightening of the meaning of the phrasc made for the 


Commission. 
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Now I come to page 7 of the Brief, dealing with 

Annual Statements: 
annual Statements. 

"Under the present laws Fire and Casualty 
insurance companies are recuired to file 
statements with the Dominion and provincial 
governments, “hese Statements give in great 
aetail ths financial operations of the companies 
Guring the preceding year. 

Under thc Corporations Taxation Acts 
eight of theninc provinces require a further 
statement. ‘the Dominion requires fow quarterly 
statements of premium income on which a Special 
War Revenue Tax is imposed. Zight provinces 
require license applications. In addition 
to these, there are various. other statements 
required by govcrnmental bodiss, all of which 
are morc carcfully detailed in Exhibit ‘'A* 
attached to this bricf," 

Exhibit 'A', Mr. Chairman, indicates the teriffic ramifi- 
cations in the form of ctatements that have to be maaé 
in the course of a year by the insurance companies, the 
statemcnts amounting to 47 in number. 

THE CHAIRMAN: You think that the insurance com- 
panies must maintain a staff in excess of what the manu- 
facturers claim they have to maintain to make out their 
tax rceturns? 

MR. MANN: The insurance companies will say that 
the situation is such that they cannot afford to maintain 
the necessary staff to do that, and the result is that 
it throws a toriffic burdon on the accountancy staff of 
the respective companics to take care of the making out 


of all thesc statements. I continue on page 7: 
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"In the case of the comoanies which are 
Dominion licensees, a very comprehensive report 
is compiled by the Dominion Superintendent of 
Insurance. This volume for the year 1926 
comprised 1510 pages, and gives exhaustive 
information of the financial operations of the 
companies and summarizes the results over 
periods of years. ‘the statements given to 
provincial governments on the so-called ‘modified! 
forms are in effect duvlicate statements’ for 
each of the nine provinces of that given to 
the Yominion. ‘he various vrovinces issue 
printed reports of the companies within their 
jurisdiction, but it must be obvious, however, 

that the only report of any value is that 
given by the Dominion covering the operations 
of the companies throughout the Dominion, 
which report is recognized by the public as 
the only standard book of reference in this 
regard. 

Consideration should be given to the cost 
imposed upon insurance organizations by the 
necessity of filing the various returns and 
statements which are required in connection with 
the business as it is now constituted and governed, 
The volume of »retrium obtainable in the Dominion 
is not such that it justifies or enables a 
company to keep a special department tor the 
hendline of roturne of this character. Never- 
theless, encuiry amongst Members of this Feder- 
ation indicated that the internal expense of 
this item alone represents a large sum. 


Two examples may be cited showing how the 
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"separate requirements of the Dominion and 
provincial authorities result in much work arising 
out of the differences in tne statements having 
to be prepared for each. 
1. Unlicensed Reinsurance. 
“hen reporting ‘unlicensed! reinsurance the 
Dominion regards companies as ‘unlicensed! who 
do not hold Dominion registration. the provinces, 
in the statement required by them from conoanies 
of their assets and liabilities, regard companics 
as ‘unlicensed' who are not licensed by any 
province in Canada. In the schedules of premiums 
and losses by Provinces \the premium must cor- 
respond with taxction returns) a company is 
regarded ac licensed only in those provinces 
by whom they have been granted a license, and 
for those classes of business which they have 
been licensed to transact." 
It is quite clcoar that a company licensed in the province 
of Quebec, inasmuch as-it reinsures liability, could quite 
comfortabby reinsure in a Dominion registered company 
to the extent of very large premiums; that is in the case 
of a company which happened to be registerca ur Utvava 
but not licensed at Quebed, and for the purposes of the 
Quebec statement the principal insurer would not be able 
to deduct from his statement of liability or from his 
reserve, premiums, no matter how big they might happen 
to be, that he had paid to the company with which the 
first company haa reirsurcd because the reinsuring company 
was not licensed at Quebec. That creates a condaitio. 
of turmoil, I suggest, as between the statement of Liabilities 
and Assets, comparing the provincial statement with 
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Claims are reported to the Dominion authori-- 
ties on an incurred basis, whereas they are 
reported to the provinces on a paid and incurred 
basis. 

These two illustrations show the impos-— 
sibility of any comparison of insurance company 
results as published by the Dominion and pro- 
vincial Departments of Insurance, and emphasize 
the value to thc public of a report made by 
one central authority. 

In valuing the securities of Scoeupeny 
the Yominion authorities require market values 
of securities as authorized by the Department 
at Ottawa, whereas the Provinces require com- 
panies to report book or market values( which- 
ever is the lower in the aggregate), cxcept 
such securities as are in default on which the 
Ontario Department of Insurance authorize values 
to be used. Ontario is the only province 
requiring a special investmcnt schedule. 

Having in mind that the value to tho public 

of insurance supervision lies chiefly in seeing 
that the company carrying the risk is at all 
times in a solvent »vosition, it must be 
apparent that the market or liquidating value 
of thc securities held by a company is the 
Proper basis for mixing Perens. It has been 
truthfully said:-~—’Ino value of securitios 
hold for the protoction of policyholders is— 
that for which they can be sold in the event 
of liquidation, a sweeping conflagration or 


some other catastrophe.” 
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Tot CasiRMaN: Mr. liann, referring to the basis of 
valuation which you say the Vominion authorities require, 
was that not introduccd during the pcoriod of the dcprossion to 

meet an exceptional situation? 

MR. Lifvts: I think it was introduced in 1932, was 
it not, Mr. Chairman? 

THE CitAIRMAN: Yes. 

MR. MANNS I think it was, in 1952. 

iE CislRMAN: 4nd that is still continuing? 

MR. wai’: I believe it still cotinues. 

TaE CHAIRMas: It was introduced, as I understood 
it, to meet a very exceptional situation. 

MR. MANN: I believe, Mr. Chairman, that that was 
the argument put forward at the time it was introduced 
in the 19342 legislation. It was not changed in 1934 or 
in subsequent legislztion. That is my recollection of 
it, and I was present, I think, at the time it was being 
furthered. It is my recollection that that was-the 
reason urged for the change. 

‘HE CHAIRMAi: Of course, the basis of valuation 
is much more important to the Lifo companies tn it 
is to the Fire companies by reason of the fact that 
their investments arc necessarily so much larger. “hey 
have so carry so much sore to meet their capitalized 


misbilitics. 


MP “ith the greatest respect, is that quite 


so? If tne liability in the one case is 4100,000,000 amd 


|4in she other case »500,000,000, can it not be said that 


the ¢G100,000,000 should be just as carefully secured as 


the 500,000,000? Because, after all, the ,500,000,0U0 


is only five times the liability of the companies carrying 
the $100,000,000 liability. So I think that would hardly 


apply, would it?. ‘The premium reserve of the ire and 
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Casualty companies is the total amount of the unearned 
premium carried for the vrotection of their policyholders. 

THE CrliTRivei:: In relation to the amount insured, 
It is very much smaller. 

MR. MaNN: That is true, Yes. In res&tion to the 
capitalization of the Life liabilities it is indeed 
very much smaller, “here is no way of capitalizing 
the liability of a Fire or Casualty Company. It must 
be done on the basis of a premium reserve, and that 
is done, as you know, but it would not be competent 
to do it in respect of a Life company. I continue 
now on page 9: 

Taxation 
"Phe companies do not anticipnate exemption 
from taxation, but they are presently subjectd 
to a multiplicity of taxes both as to chatacter 
and source. 

The Dominion sovernnent impose a premiun 
tax, again an Income Tax and again, in the 
form of an assessment, eae tax to defray the. 
expenses of tne Insurance Department. 

In addition to this the province impose a 
tax cn the »remiums, a Fire Prevention tax in 
come cases, license fees,and, in some cases, 
companies contribute to departmental expenses. 
The various taxes are s6t forth very clearly 
in Exhibit 'B' attached to this brief." 

Exhibit: *BY is ~ schodulc to the briof indiccting the very 
large number of verious taxes. it will be found on 
page 15. 

I continue now at the top of page 10: 

*In addition to these taxes, certain muni- 


cipalities impose various taves on insurance 
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"comprnics, som of which cre sct forth in morc 
dctcil in Exhibit 'C', att-echcd to this bricf, 
end comprnics crc continuclly finding it 
noccssary to resist attcmpts of othcr muni- 
cipelitics to imposo trxcs upon them. 

THE CHsAIRuin: Thesc municipal trxcs heve beon 
roforrcd to on diffcrcnt occasions. Lect ug scc what the 
illustrations arc. 

MR. MaNN: They will bo found on page 16. 

THE CisITRMall; Yes. I sec they aro all cast of 
the Ottawa river. 

MIR. M&NN: Yes, they are east of the Ottawa. 

I do not know what the footnote refers to exactly. It 
says, “approximately forty smaller municipalities levy 
taxes ranging from »10.00 to $200.00." I think perhaps 
the word "taxes" is an unhappy use of language. I think 
what is really meant is theannual license fee they 
charge for carrying on business within the municipality; 
but it is in reality a tax, of course, though it is an 
unkeppy use of language in the phrase in which it is 
used. 

THE CHAIRMAN: Would you mind checking up on that 
and letting us know? 

MIR. MANN: I shall be glad to do so. 

THE CHAIRMAN: I think you are probably correct, 
that these are license fees rather than direct taxes. 

MR. MaNN: You will see that they refer to 
Fredericton, , for instance, and show lz per cent of 
premium income, with a minimum for fire and other in- 

It rather explains itself, I think. 


surance of $10.00. 
DHE CHAIRMAN: That does not sound much like 4 


license. 


MR. MANN: No. ‘when they proceed on the basis 
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of percentages, it would look very much like a tax. 
for ;oodstock, for instance, it shows three per cent of 
twelve and one half per cent of premium income, which 
again looks very much like a tax. In some cases it 
appears to be an annual amount fixed. I know that in 
a great many municipalities there is a fixed amount, 
which varies in different municipalities, charged for 
the carrying on of an insurance business. But I will 
check up on that as you request, ir. Chairman, and 
have the information sontin. I turn back now to pagelo: 
"S11 classes of insurance companies have 
suffered alike from steadily increasing taxa- 
tion. the following is a statement of facts 
as tney apply to Fire and Casualty companies 
reporting to the Department of Insurance at 
Ottawa:-- 
In the Underwriting -Results of fire and 
Casualty insurance companies published by 
Messrs. Stone & Cox Limited, Toronto, fifth 
Annual Edition, 1937, it is stated:-- 
'The amounts paid for taxes for the past 
seven years and the ratio of these amounts 


to the premiums earned are as follows:-- 


Ratio of Taxes 


Year Amount of Taxes to Premiums 
ute tena) seit Earned 
1920 92,500,359. . 2.72% 
L931 2,420,571. 2»87% 
1932 3,273,443. 4.,24% 
1933 3,028,920. 4.34% 
1934 5,062,581). 4.51% 
1935 3,361,024. 5.06% 
1936 3,640,715. 5.94% 


1937 figures are not available but will 


Ly 
nu 


“totam od Wout “does erot 2D Jat anon uy " 


aioe: ealasqn9. eonetwant to aoaole L sages a 


ee ae 


; -onst gabesoron! yibbsete moxk. oubis beret - 
Et | atest to gusmet sda ® et ontnoLtot te ote 


oe “gotusananl 40 tina ont ot! ‘gortroger 
ae a eaalltnag Ginnie . 


Be 


pix ext® 2o at Liat. guns ievrebatd atid: mk ae 
oS bosenidug se lasqmas sonetuant weed 
sent 08 00 , bot tabt oD & emote. oneeeN 
~rbetate eho th heed oo kbar eva eaves 


“i aed. edit’ gar aexad “ot bing atavoms eat | vas 
> pane Oh eiaheuonaa: ppenit ‘to obtat edt baa annoy aevee: ec ee ¥ 
: | a sideuech as one bedtee sumprtavareg, eike. OM pees ns ; 
gexetl to. oldest ne ape ) 
Bie Ot genet 0 Sawoma 
si TE i one 
a" MBUB Oh), ) eB OR YR 
ee a yt ‘ie 
i | ae eet B88, are. | 


WS dh. 
De ae 


K ae Tp a 


2974 


"doubtless show a still further increase." 

I would merely draw attention to the fact that the ratio 
of taxes to premiums earned increased from 2.72 ver cent 
in 1930 to 5.54 per cent in 1956, or exactly doubled 
in those six years. 

THE CHAIRMAN: Arc those premium taxes? 

MR. MANN; I think it must be all the taxes. 
I continue now on page 11 of the Brief: 

"Our submission is that the burden of 
taxation rests more heavily on insurance 
companies than on other corporations. <A good 
illustration of this is contained on Page 126 
of the ‘Report of the Commission of Inquiry 
into Provincial and Municipal Taxation to the 
government of the province of Saskatchewan--19%6’, 
In a summary analysis of revenue collected 
under the Corporation laxation Act during the 
calendar years 1987 to 1936 the total anount 
collected from insurance companies is shown 
to be %$3,693,616., whereas during the sane 
period the amount collected from Trust companies 
was $105,350., from Loan companies $194,945., 
from Land companies $87,303., from Banks 
°803,095., from Express companies $84,265.; 
therefore, out of a total collection of 
5,940,798, Insurance companies contributed 
93,693,6lo., or in excess of 60 per cent. 

Heving mentioned the various sources of 
taxation imposed, we next come to the in- 
cidcnee of thc taxation. 14 tax on Fire and 
casualty premiums is unfair because insurance 

_is a highly hazardous business, subject to 
conflagrations and largc catastrophes involving 


both property and life. 4 company may experience 
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“losscs in any onc yoar that will wipc out the 
profit not only of that ycar but scvcral years, 
notwithstanding which, where a premium tax is 
imposed, it has ncccssarily to bc paid on the 
rcosults of anunprofiteablce business. 1 
equitable basis. of taxation would be on the 
profits derived from the business, spread ovor 

& numbcr of yoars. 

It is hardly necessary to ada tuat, fol- 
lowing the imposition of taxation by the various 
taxing bodics rcforred to in the .preccding 
paragraphs, therc is the.cxpenss arising Lrom 
the multiple opcration of taxing agencics 


coincidacat therewith," 
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"In closing m.y we voint out thet we heve 
te.kon isolztcd oxcmplsos where it hes boon possible 
for us to obtsin dopendeble inform.tion; we hsve 
used figurcs from tne so-called Jccoby Report on 
the results of returns under the Corpor:. tions 
Taxc.tion Act, ond figures compiled by the Dominion 
Depertmont, «nd in one instance hove sceurcd figures 
of provincial costs. We havo indicted thet, 
outside of the report issucd by the Dominion 
Dopertmcnt of Insur:nes, it is difficult for 
us to obtzin «accur-to figures in connection with 
matters port:.ining to the business of 
PPoureneo, and Le will be coprocinted that it is 
equally difficult to obtain dofinite tax results, 
other thon from sources such as the J-coby Roport. 
Our illustretions, thorofors, drawn from widely 
sop-rcted soumcos, undicerto tno t there is 2 gonercl 
lack of uniformity concerning the conditions 
undor which insurcneo componios «ro opor:.ting, and 
wo fool thet in citing « fow ozoemples ré.thor then 
taking tho time of tho Commission to give morc 
(oven if thet wore possible) wo havo csteblishod 
the fect thet the »oints reisod ere worthy of your 
considoretion, «nd ta.t with the power <.t your 
disposal you hive the ability to sccure from S48 
sourcos inform.tion which will moro th =n cstrvlish 
our position, snd porh.9s point the way to 
proper relicf. 

Insurz:nec from its vory ncoturo is * Dominion- 
wide business, thceroforc, wo urge thzt:- 

1. Ono contr:.1 cuthority should be constituted 
to whom -<ll insur~ncee compo:nics would report 
their opor.tions on « uniform basis, which authority 
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powers to insurers desiring to dc business 
anywhere in the Dominion and which should be 
responsible for the maintenance of the solvency 
of such insurers and have power to require 
deposits to be maintained in Canada for the 
protection of Canadian policy holders; " 
I interject here to say that that is subject to what 
I said in the earlier part, that the federation would 
not think that the licensing of agents and the legis- 
lation with respect to forms and conditions of 
policies should be determined outside the scope of the 
ambit, at least, of provincial jurisdiction, The brief 
continues: 
"2, the present system of requiring insurers 
to make returns to nine provincial governments 
and a further return to the Dominion be amended 
in the interests of the insuring public; 

Se one return should be made to a central 
authority in such form that all informtion 
required for licensing, registration and 
taxation would be therein included, whether 
such information be required by the Insurance 
Act or the Corporation Taxation Act or any 
other Act, and that this return should be 
fyled not later than March 30th in each year, 
covering operations during the preceding le 
months ending December 31st; 

4, all taxes should be paid to one central 
authority and by it allccated, if desirable, 
to other governments or bodies, in such manner 
and in such proportions as may be mutually 
agreed upon; 

NOTE: (This procedure has already been adopted in 


the case of the Income Tax in some of 
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tho provincos.) «nad 
Se the contr-l -uthority, by which ©11 
insurcrs would bs eva Cee oe suggostcd in 
por groph No. 1 of theoso fivo recommend. tions ) 
should issus «n -nnu-.l report covering tho 
opor’.tions of o-ch insuror. 
Tho whole respoctfully submittcod on boh 1f of the 


Fodor’ tion. 


W. ©. BALDWIN, 
PPosiadcny . 


i should like to add = few addition-1 rom.rks, if 
you will pormit mo. I hve not the forcign insur-ncc 
Beets bofore mc, but it is my recollection th: t ono of tho 
inst sections of the =ct cont~ins suthority for logis- 
lr.tion vestcd in the feder-.1l government looking to the 

cntering into of collsbor.toricl «grocments with the 
Posvectivo provincos. Im not suro,if (it is in both 
Fews; but it is cortyinly in tho foroin “ct reletive to 
the cdministration of tho insurenco business of the 
deminion. I morcly mention th.t in passing, cs it 
evidontly must heave boon within tho minds of tho 
legislature that it was tho consumm-tion devoutly to be 
Wished, -t locst, at thet timo. 

THE CHAIRMAN: A consumm.tion which has not so fer 
boon roc.lized. 

MR. MANN: No, it hs not boen realized but the 
l-rgo compenics hopo it my be rer. lized upon the recommcend- 

etion of this commission. 

THE CHAIRMAN: I notico the diffsrence beticcn your 
recommondction ond th.t of the M.nitob= government is thet 
tho Menitobe. govorni nt suggosts the Whole insurfneo 

business shoulda f*.1l on the fedor:1 government, just 
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MR. MANN: Yos. 

THS CHAIRMAN: Yours would still continuc the division, 
but would tronsfor morc to the fodor. 1 government th-n the 
foder 1 govornmcnt now hs, end would still locve ath 

tne provinecs the liccnsing of -gonts: -nd tho dctcrmining 
of forms of insur-nec contr-ets. 

Pie aNs hot is it. 

T HE CHAIRMAN: ' That involvos tho m-.inton-nec of 
sop-r.to insursnece dep.rtmcnts. Yould thore bo much 
roduction in cxponscs under the plan you hive provoscd? 

MR. IuNN: Woll, I think so, boecuse it would 
morcly moan th.t oach Attornoy G-nvrcl's Dopertmont 
could havc somo sm.ll1 soction of tho dox-rtment soc to th 
liconsing of ¢.gonts -nd in rosvcct of logisl-tion 
rol-ting to st: tutory conditions -nd forms of policy, «nd 
th>t would not sccm to mo to involve «© very large 
-exmoenditure in the province, not -nything in sight of 
peo0,000 6r 2100,000 = your. It is not imegin7.ble it 
mera bG th.t, A contre1l cuthority controlling «nd 
dirocting tho transmitting of copics of their respectivo 
rnnu~l st-atomonts to the resycctive provinces for chocking 
purvoses, would - . it sucnms to mc, rosult in the 
s-.ving of somowhore in sight of pl million « yorr, if the 
figuros «rc to bo .vori.ged up «s they «ro in respect of 
ono provinces. 

MR. STEVART: A copy of Mr. M.m's briof will be 


Piscoa es Bxhibit 94. 
mHIBIT NO. 94: Bricf submittcd by 
Aue Cenids. Lusuraies 
Foedcor:.tion. 
MR. STEWART: I do not think I hevo ony quostions to 
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de.1lt with by the othcr insur.nee compsnics, 

MR. MANN: Ys, Mr. Ch-irman. I my soy thet this 
bricf wos h-ndcd to mc 10 minutes before trvin time 
yostord-y. I h-ve not boon instructed “Long thet lino. 
The president, vicS-prosidont -na scerot-.ry at 3 
“bsont. Prob-bly if they h-d been hero ono of thon 
Might h-ve rend the briof himself. 

COMMISSIONER £NGUS: Would this propos-l fit in with 
the possibility of « specicl kind of insur-nco being 
e-rried on in ono provinces «nd not in cnothor; for 
inst-nec, cmployors' licbility my be insuring ~g-inst 
soustning in ons province “nd not in snothor, or thoro 
m.y be compulsory sutomobiie insur-.nes in once province 
end not olsowhers. 

MR. MANN: Porsonelly, I hove considered thet and 
fm toink thoy fit vorfectly «nd I ern seo a res.son why 
they should not fit into these recommends tions. 

COIRISSIONER £NGUS: Whet I hod in mind wes tho 
possibility of «= province th t hrd some spsocisl type 
See unsure nco) tut did not oxist im tho.othor provinces 
wishing some spocic.1 return or somo spotial inform.tion 

in connection with it. 

MR. MANN: Yes; I con «pprohond whilo thsore would 
not bo Workmen's Somponss tion in yucbec there might be 
in Mnitobs, writton undor . dominion liconsc compsny, 
and tht Menitob. might wont somo special roturn. I 
would think,as © mttor of fect, «= question of tht kind 
would bo c mtter for intorns.1 considor-tion or intcornal 
mon-goment or intorn:l correspondences petwcon tho 
contr-1 suporintcndent “nd tho Attornoy Gonverel‘s Dopeart- 
mont of tho srovineo. I would not think it neod by the 
subjoct of spocirl lcgisl-tion. 

TH? CHAIRMAN: Thenk you, Mr. Monn. 


Tho noxt in order is the Dominion Mortg-.ge cnd 
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Invostmsnts Associ-tion. I undorst-nd the brict will bo 


prosontod by Mr. Icon-rd. All right, Mr, Lson-ra. 


T. D*ARCY LEONARD, Goners.l Counscl for ths Dominion 
Mortg:.gc ond Invostmcnts Associ’tion Was e.lled cond 
ox mincd, 

MR. LEONARD: Mr. Ch-irm-n, I b.vo the rssistsnec of 
Mr. Shonrd of tho N tion-1 Trust Comp-ny «nd Mr, Dillon 
of tho Roys.1 Trust Compny in cose thore ero any mttors 
of prectic 1 inform tion th-t I sm not posscssod of. 
Peogvo.o writton briof, which .I.héve.filed. with tho 
Secrou-ry, -nd if.it.plo-scs. the. commission I sh-.11 
mroccod to follow the writtcn bricf. 

Tes CHLIRVAN: That isthe procedurc.th-t hes, boen 
Bollowoa in these ho rings so fr. In previous ho-rings 
eounso, have discussed tho min points of thoir briofs. 


Mousey do. juet -s.you. orofer. 


MR. LEONARD: 
INTRODUCTION 

For tho purpese of assisting tho Roy-l 
Commission in its study of tox-tion in C node cai 
the division of ths burden of government, The 
Dominion Mortg:.ge snd Invostments Lssocietion 
desires to submit .11 facts relevent to the 
Commission's inquiry »ert-ining to tho business 
of lonn comp-nics and trust compenics within tho 
knowlodgs of this Lssociztion. 

Tho Dominion Mortg gc «nd Investments 
heeecietion is on org-niz:.tion composed of loan 
comp: nics, trust comocnics, «nd life insurence 
compz:nios, to discuss «nd dorl with metters of 
common intorost to thosc groups of comprnics in 
rogcrd to their investments. While it dacs not 


ineludo cll such compenics, its membership 
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ropresents the m jor portion of the busincss in 
Gor Gr. 

In addition to matters releting to taxation 
and the division of government responsibilities, 
there ere matters concerning the investments of 
our member companies as to which we beg leave to 
submit further facts at « later date to the 
Commission. In this part of the brief it is 
intended to deel only with taxation end overlapping 
of governmental jurisdictions." 

I may add, Mr. Chairmen, in dealing with texation and 
overlapping of governnmenial jurisliction there’ may be 
matters which are common to all citizens of Canada, 
including ourselves. We thought the most helpful thing 
we could do was to deel with it specifically with 
relation to our business, so thet if there acts concerning 
duplication of government or expenses in connection with 
taxation relative to our companies we would submit them to 
you, and with similer informetion from other organizations 
& proper picture could be built up. The brief continues: 
%As the life insurance business warrants 
special consideretion, the Can:dian Life Insurence 
Officers Associction is submitting to the Cornmission 
& brief dealing with the place of life insurance 
in the social end economic life of Ceneda, end 
thoreforo this brisf is confined to the business 
of logan end trust companies. 
The first part of this brief will deel with 
Trust Companies. 
PERE at 
TRUST COMPANIES 
JURISDICTION 
The vbusincss of corporate trustccship in 


Cenade is « post-Confederetion acvelopment. While 
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some chertcrs wore grintcd es carly as 1868, it was 
nov until 1882. thetea trust company actuelly commenced 
business. Sincc that timbco both fodorel and 
provineial jurisdictions bk vc ercetcd such companics 
end according to tho latcst informetion aveileblo 
there erc now 13 Dominion end 57 provincielly 
incorporetcd trust comoanios. 
As a result, thore may bo doing businoss in 
é provinco, trist companics incorporsted by thet 
provineo, or by cnothsr orovineo, or by the 
Dominion. Whilo this situetion canpliss to 
trading compcnics clso, tho lcogisletion respecting 
trust compenios is of « spociel cherecter, desling 
with thom on tho besis thet thoy erc institutions 
Which in thoir ccep:.city <¢s axccutors cnd trust 
trustces porform functions thz.t hevo « public 
intcrest. This spocicl logislz:tion rclatecs not 
Only to the incorporetion of trust compenios 
but to the conduct end meneogoniont of their cffcairs. 
A dominion incorporetcod company is subject to 
an intcnsive supervision <nd inspcetion by the 
Suporintondcnt of Insurence for the Dominion, 
for tha, purvoss of ssoing thev its eff irs tre con= 
ducts? in eccordanes with the »rovisions of the 
Dominion Trust Commenics Act, R.S.C. 1927, Cap. 29, 
end that its solvoncy is m.intcined for the 
protoction of the public doing ‘usinoss with it. 
The provincos of Now Brunswick, Nove. Scotic end 
Saskotchow.n ececpt the supcrvision of the 
Dominion Superintendont of Insurance as -dequete 
protoction to thom end do not roquiro sny locl 
supervision in such instsnccs." 
THE CHAIRMAN: You are svoaking of trust companics? 


MR. LHONARD: Ycs, ny Lord. 
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THE CHAIRMEN: Ths Dominion Dep: rtnont of Insursnec 
inspocts dominion trust como-nics. 

MR. LSON2RD: Yos, my Lord. I should «dd thero thit 
ths ~rovinccs of Now Brunswick -nd Nove. Scotin <lso herve 
the dominion dop-rtmcnt inspsoet tho provinci-lly incorp- 
or.tcod comp. nics. S sk .tehow n accepts thc dominion 
insyoction of dominion comp-nics; Now Brunswick cnd 
Nov’. Scotic. <lsos But in -.ddition thosc two provinces 
uso tho dominion dop rtmont of insur-neo for the purpose 
of inspccting provinci-lly incorpor.tcd comp-nics. Tho 
preact continucss: 

"Howover, ths othsr »rovinces of C-n dr, 

not bly 4locrt:., British Columbic., Mnitob-, 

Ontr rio and guubce, resorvo the right to inspoct 
the -ff.irs of -11 trust com-nics oper-ting within 
tnoir limits and this right is fully exercised by 
the Provinces of British Columbia and Ontario. It 
has already been pointed out thet the great 

me jority of Cenedian trust comenies have 
»orovincial cherters end it may therefore be 

seid that practically all provinces have taken 

tae o,ower of supervising the affeirs of a trust 
company wherever it mey heve an office. 

To all provinces in which a company does 
business end to the Dominion, in the caso of @ 
Dominion incorporated company, en @nnuel return is 
by law required to be made. In the case of the 
Dominion end the provinces of Onterio and ,uchec, 
the roturn is deteiled and voluminous. None of the 
roturns are uniform and ¢11 call for <« longthy 
rooort, somctines running woll ovor forty pzgcs 


end ombrecing a verioty of schodulos." 
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I have somo furthcor inform.tion which I think I should 
give «t this stage. I took thse ocsco of cn averc.go trust 
company -- I know the schodulcs would be long -- «nd 
found tht tho <ctusl forms thomselves run cbout 40 pages. 
I hevo inform.tion from this compeny, which is cn C.USLEagZe 
trust compeny to the cffoct that thoir report to Ontario 
consists of 149 prgos «nd to the dominion 10 pages. 

These reports «ro in qur.druplieatc. Tho clericel time 
involved in tho proper-tion of the two reports is sbout 
725 hours, cpproxim.toly tho s-mo for ofch govornmont. 


I continuo with tho briof: 


"Tho oxtont to which trust comm-cnios «re 
inspoctod by the Dominion «nd the verious »rovinces 
ve.rios considorebly. Tho closost insvcction 
usuclly comes from thu provines of incorvor:tion 
Om from the Dominion in tho e¢-ss of « Dominicn 
incorpori.tod comp.ny, «nd, in eddition, from the 
provineo.of Ontario in thuceso of cil comonnics 
doing busincss thorc." 

ZT think.thet, ooplics..to British.Columbir oiso. 
"This ovorleaoping of forms end returns cnd rights 
of inspoction constitutes © real problem for the 
compenies concerned, involving <«s it doos time 
end lebour for prop:.ring such returns ond m.king 
pooks svzil-.ble to inspectors, «s woll <s much 
corrospondcneo olcabor.ting upon tho returns Mods. 
Thoro is « rerl nocd for uniformity in this 
m-ttor. 

An illustr-tion of ths proscnt situction 
is thet the Ont’ rio Act rcequiros its Rogistrcr 
to inspect “nnu.lly tho Herd Office of = comonony in 
H-lif:x which is -lso inspected by the Dominion 


Supcrintendcnt of Insur nce. Inhcront in the 
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oxisting sot-up is ths possibility of groctor 
multiplicsz.tion of inspoction so th t if cll 
provinees developed the Ontcrio systom wo would htve 
such inspoction dep-.rticnts eriss-crossing ono 

enothcr «nd rope-ting the s-mc work tinc -nd timo 
agrin. 

Morcover, in some provincos oxtr>-provincicl 
trust eompanics “ro roguircd to mks substrnticl 
dsposits with the govornnont which would 
“pperr to be -n unncocoss: ry cddition to 
inspcction. 

From tho forcgoing fr.cts, it would socm 
logic:1 tht in tho long run tho most desir:blo ond 
ceonomic: 1 systcm of inspoction would bo to heave 
only ono jurisdiction, nemoly tho Dominion, 
inspecting ¢11 compenics whethor incorpor:.ted by 
the Dominion or © provinco." 

THS CHAIRMAN: The dominion dopertment will inspect 
purely provincicl trust comp: nics? You s-y thc dominion 
docs inspoct the trust comocnics of Nove Scotic? 

MR. LEONARD: Novr. Scotic end New Brunswick, 
my Lord. 

THE CHAIRIVAN: Is thoro somcthing in the Dominion 
Trust Comornics Act cuthorizing the supcrintondent to 
do it? 

MR. LEONARD: It is just tho othor wey round. 

I think tho logisletion in Nove Scotia ond New Brunswick 
empowers tho Ministor to n-mc &@ porson to inspect, end 

ho hes named the Supcerintondont of Insur:nec. The 
Suvorintondcnt of Insurenco -- I do not know whethcr 
the dominion «ct spocifierlly dozls with it or not -- 

has <cecepted th-t rosponsibility, end echerges tho cxpenscs 
beck agsinst the componics. 


THE CHAIRMAN: Docs ho report on them in his dominicn 
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report? 

MR. LEONARD: Ho roports on thom in his Dominion 
report, «nd he reports by rocson of the Nove Scotic end 
tho Now Brunswick lcgisl-tion. 

THE CHAIRMAN: Is thet roport s soperete report on 
trust comp.nies, or is it included in tho insurenec report? 

MR. LEONARD: It is a report on lon snd trust 
componics. 

THE CHAIRMAN: <A report on lozn end trust compcnics? 

MR. L#ONARD: Yos, At lozst it is in one volume. 

THE CHAIRMAN: You think thero is no ronson why that 
principle edoptod in Nove. Scotis. «nd New Brunswick should 
not be extended throughout Cansdn? 

MR. LEONARD: The submission is this: At the 
moment you would not s=ve eny expense cutsido of the 
olimination cf duplicection of inspections in Ontcrio 
companies to have tho dominion t-.ko ovor the inspection. 
At the prosent timc there is cctuslly no duplisrtion of 
inspection there, «nd it is just « question of how fer 
there is c.ddod oxponse thet could be oliminatecd. Theat 
is somothing that investigs tion might show. Thoy heve the 

Sivff there ct the prosent time. There could bo © saving 
in tho long run if you head 2 sufficient development of tho 
principle. The one dopartmont would unqucostionably 
be saving. I should like to sey these fects are put 
forwerd, not so mich &s 6 complaint, 28 to show that it 
scems to us to be = situstion which docs on1l for some 
roctifiestion. Thc bricf continuess 

"Tt is guestionsbic whother such « step would mca 
on immedicto saving of oxpense duc to the 
nocossity of on oxp-nsion of tho Dominion depart- 
mont to repleco provincicl stcffs, but, in the 


meantimo, the following recommendations «re made 
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for the purposo of oliminating cxisting «nd 
proventing furthor duplicstions; 

(<.) thet Dominion incorporatod comp-nics should 
be subject to Dominion inspection end 
Supervision only; 

(b) th-t whore provincislly incorpor-tcd 
comp-nics “ro now subjoct to =n inspection 
by tho provinco cf incorporstion, of F 
type simil-r to th.t of the Dominion, such 
inspection be caccopted in -11 othor 


provinses 37°" 


THE CHAIRMAN: Thzt is = provision, Mr. Leonnerd, 
Leonerd, thet would dopcnd upon provincisl legisletion_ 
in onch province. 

MR. LEONARD: Yos, my Lord. 

THE CHAIRMAN: inet boing 86 1t mry bo = Littic 
beyond our scopo to dor.l with it. 

MR. LHONARD: There would hove to be some 
agreement with tho provinecs which would oneblo the sthor 
suggestions to be put into cffect in the intorests of 
economy -—- J continusc: 

n(c) Tht where no such provincicl type of 
insvoction now oxists, the proccrent 
est:.blishod by New Brunswick ond Nove. 
Scotis. be followed, of using Dominion 
inspection; 

(4) thet while « det-ilod return could be 
m.do to the inspocting jurisdiction, 
e uniform brief information return 
should sufficc for other jurisdistions 
in which the comp-ny doos business." 
Tho m.in roturn is the one th-t is ticd in with inspoc- 
tion, end there should only be ons nocdod, if there 


is only ono inspection. J shell now proceed to deal 
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with texction. 
TAXA TION 


0 In decling with the subjoct of taxation 
by the Dominion and provinces it is desirable to 
state at the outset that the trust companies recog- 
nize that they, in common with other businesses in 
Caneda, must bear their full and fair share of 
taxation. They believe that their figures of 
present taxation will indicate that such is now 
the case. The information herein set out as to 
taxation of trust companies is to assist the 
Commission in arriving at any recommendations that 
will eliminate waste in cur national economy due 
to duplication of tax machinery and that will bring 
about coordination among taxing jurisdictions. 
Lack of coordination among the various taxing 
bodies tends to uncertainty, retarding of business, 
and, by the oper2tion of the law of diminishing 
returns, may eventually result in a decrease of 
taxes through depletion of their source. 

In Schedule "“A* to this brief are set out 
the various texes to which trust companies are 
subject." 

THE CHAIRMAN: Let us look at the schedule. On 
what pege is it? 

MR. LEONARD: Page 23. It is a schedule of 
orovincial taxes. British Columbie hes a tax on Loan, 
and trust companies of 2 1/4 per cent on gross income 
or on the general graduated scale of income tax whicheves* 
is greater. Alberta texes loan comanies 2 per cent on 
gross income from investments in Alberta; minimum tax 


of #200 when-paid up capital is 3100,000 or more; 
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lower minima for lower paid up capital. Trust companies 
are taxed 11/2 per cent on gross income from investments 
in Alberta. Minimum tax of »100 where paid-up capital 
does not exceed }100,000; minimum tax of 3175 where paid 
up capital exceeds $100,000. The income tax Act in 
Alberta applies where the tax would exceed the tax under 
the “Sorporaticns Taxation Act. 

THE CHAIRMAN: They do not seem to have treated you 
in the banking class in fixing the taxes in Alberta, 

MR. LEONARD: No; they may want to for some purposes, 
but they have not dcne it in this dase. In Saskatchewan 
the loan comoanies tax is on a per dollar of investment; 
trust comoanies'on gross revenue. 

TH CHAIRMAN: Without going through them in detail, 
is there eny measure of uniformity in the amount and 
character of the taxes levied in the different provinces? 

MR. LEONARD: I think I have summed that up in that 
paragraph. 

THE CHAIRMAN: You might read that. 

MR. LEONARD: Anelyzing this schedule to ascertain 
duplications, we find that the Dominion taxes 4& 
company on its net income under the general 
Income Wer Tax Act, R.S.C. 1957, Cap. 97, and 
that every province except New Brunswick has a tax 
on either gross or net income in the province. 
Ontario, Quebec und Nova Scotia all impose 
taxes on the veid-up eapital stock of the company, 
snd while in some ceses allowances are made so 
that the whole cepital stock is not taxel, yet 
there is duplication in this tex. Then egain, as 
@ comoany's share capital is invested in securities 

in the verious provinces, there is further duplic- 
ation either on the investments representing the 


share cavital or on the revenue from those invest- 
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ments." 
There is not &® uniformity in the base. 

¢HE CHAIRVAN: It must have been oversignt in New 
Brunswick. 

MR. LEONARD: Yes. 

SOMMISSIONER ANGUS: Is one reeson for LOSey Lb 1s 
very difficult to segregate the net income province by 
province. 

MR. LEONARD: Well, I do not think it is any more 
difficult then to segregate gross income, end they heve 
gross income. Frome company standpoint it. is quite a 
préectical thing to establish a base for severeting net 
income, which is @ fair base. When we come to our 
recommendations we suggest & supplementery return to the 
government might make that oreekdown end it could be msde 
quite fairly with proper capportionments of costs end 
income, 

COMMISSIONER ANGUS: It would not be possible to 
trensfer net income from one province to another,as it were, 


by trensferring investments ‘o as to incur a lower rete of 


MR. LHONARD: No. Insofar es trust companies are 
concerned, where their mein income is from service fees 
as administrators, there is quite e definite marked bese 
thet can be used, end if there happens to be & movement 
of funds between vrovinces or between heed offices it is 
Qn easy matter to cherge one brench with £ts shere of the 
cost of that money end credit ‘nother brench. 

COMMISSIONYR ANGUS: Tho shere would be epportioned? 

MR. LEONARD: Onc basis of average cost throughout 
the whole compcny. It is done cs 2 mutter of practices 
by most comonios in order to determine whether or not they 


ere m.king money, I belicvo. Ths bricf ecntinues;: 
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report? 

MR. LEONARD: Ho roports on thom in his Dominion 
report, «nd he roports by rocson of the Nove Scotic. snd 
tho Now Brunswick lcgisl-«tion. 

THE CHAIRMAN: Is thst report . separate report on 
trust comp.nies, or is it includcd in the insureneec roport? 

MR. LEONARD: It is a report on losn cna trust 
componics. 

THE CHAIRMAN: A report on locn end trust compsnics? 

MR. LfONARD: Yos, At lezst it is in one volume. 

THES CHAIRMAN: You think there is no roason why that 
principle edoptod in Nove. Scotis «nd New Brunswick should 
not be extended throughout Cansde? 

MR. LEONARD: The submission is this: At the 
moment you would not sve any expensc outsido of the 
olimination cf duplication of inspoctions in Ontcrio 
companies to have tho dominion t-ko over the inspection. 
At the present timc there is actully no dupliso-ntion of 
inspoction there, «nd it is just « question of how fer 
there is c.ddod oxponse thet could be oliminated. That 
is somothing that investig. tion might show. Thoy heave the 

Stsff there ct the prosent time. Thore could bo © saving 
in tho long run if you had 2 sufficient development of tho 
principle. The one dopartmont would unquostionably 
Bee. saving. I should like to sey those fects are put 
forward, not so mich &s 4 complaint, as to show that it 
scems to us to be & situmtion which docs onll for some 
roctifice.tion. The bricf continues; 

"Tt is question. bie whether such = step would mca 
on immedicto saving of oxpense due to the 

nocossity of en oxpsnsion of tho Dominion depart- 

mont to reopleco provineicl stcffs, but, in the 


meantimc, the following recommondetions «re meade 
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for the purpose of olimin-ting existing cond 
proventing furthor duplicstions: 

(.) that Dominion incorporetod compsnics should 
be subjcct to Dominion inspection cnd 
Supervision only; 

(b) th-t where provineislly incorpor:tecd 
comp-nics “ro now subjoct to =n inspection 
by tho provineo of Incorporetion, of +. 
type simil-r to th.t of the Dominion, such 
inspection be cccopted in -1] othor 


provinoos; *® 


THE CHATRMAN; That is «= provision, Mr. Leonnerd, 
Leonerd, thet would dopcnd upon provincicl1 legisletion. 
in och province. 

MR. LEONARD: Yos, my Lozvd. 

THE CHATRMAN: thot doing So Lt my 6oO = Jitvic 
beyond our scopo tec dor.l with it. 

MR. LSONARD: There would have to be some 
agreement with tho provinecs which would onsblo the othor 
suggestions to be put into cffoct in the intorests of 
economy -- JI continusc: 

n(c) MTh.t whero no such provincis.l typo of 
insvoction now ocxists, the procorent 
est:.blishod by Now Brunswick ond Nove 
Scotis be followed, of using Dominion 
inspection; 

(ad) thet while « detailod return could be 
m.do to the inspocting jurisdiction, 
e uniform bricf informe.tion return 
should suffice for other jurisdistions 
in which the comp-ny docs business." 
Tho min roturn is tho one thyt is ticd in with inspoc- 
tion, nnd there should only be ons nosdod, if there 


is only ono inspsction. J shell now proeced to deal 
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wieh texction. 
TAXATION 


y In desling with the subject of taxation 
by the Dominion and provinces it is desirable to 
state at the outset that the trust companies recog- 
nize that they, in common with other businesses in 
Ceneda, must bear their full and fair share of 
taxation. They believe that their figures of 
present taxation will indicate that such is now 
the case. The information herein set out as to 
taxation of trust companies is to assist the 
Commission in arriving eat any recommendations that 
will eliminate waste in cur national economy due 
to duplication of tax machinery and that will bring 
about coordination among taxing jurisdictions. 
lack of coordination among the various taxing 
bodies tends to uncertainty, retarding of business, 
and, by the operation of the law of diminishing 
returns, may eventually result in a decrease of 
taxes thrcugh depletion of their source. 

In Schedule *A”* to this brief are set out 
the various texes to which trust companies are 
subject." 

THE CHAIRMAN: Let us look at the schedule. On 
what page is it? 

MR. LEONARD: Page 23. It is a schedule of 
orovincial taxes. British Columbia hes a tax on Loan. 
and trust companies of 2 1/4 per cent on gross income 
or on the general graduated scale of income tax whicheves* 
is greater. Alberta texes loan companies 2 per cent on 
gross income from investments in Alberta; minimum tax 
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lower minima for lower paid up capital. Trust companies 
are taxed 11/2 per cent on gross income from investments 
in Alberta. Minimum tax of 3100 where paid-up capital 
does not exceed 100,000; minimum tax of ~175 where paid 
up capitel exceeds 4100,000. The income tax Act in 
Alberta applies where the tax would exceed the tax under 
the “orporaticns Taxation Act. 

THE CHAIRMAN: They do not seem to have treated you 
in the banking class in fixing the taxes in Alberta. 

MR. LEONARD: No; they may want to for some purposes, 
but they have not dcne it in this dase. In Saskatchewan 
the loan comoanies tax is on a per dollar of investment ; 
trust companies'on gress revenue. 

TH2 CHAIRMAN: Without going through them in detail, 
is there eny measure of uniformity in the amount and 
character of the taxes levied in the different provinces? 

MR. LEONARD: I think I have summed that up in that 
paragraph. 

THE CHAIRIAN: You might read that. 

MR. LEONARD: Analyzing this schedule to ascertain 
duplications, we find that the Dominion taxes 4 
company on its net income under the general 
Income Wer Tax Act, R.S.C. 1957, Cap. 97, and 
that every province except New Brunswick hes a tax 
on either gross or net income in the province. 
Ontario, quebec und Nova Scotia all impose 
taxes on the veid-up capital stock of the compeny, 
<n@ while in some cases alloweénces ere made so 
that the whole capital stock is not taxet, yet 
there is duolication in this tex. Then again, as 
@ comoany's share capital is invested in securities 
in the verious provinces, there is further duplic- 
ation either on the investments representing the 


share capital or on the revenue from those invest- 
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ments." 
anere is not &@ uniformity in the base. 

7HE CHAIRVAN: It must heve been Oversight in New 
Brunswick. 

MR. LEONARD: Yes. 

SOMMISSIONER ANGUS: Is one reeson for that, it is 
very difficult to segregate the net income province by 
province. 

MR. LESNARD: Well, I do not think it is eny more 
difficult then to segregate gross income, end they heve 
gross income. Frome company standpoint it. is quite a 
precticel thing to establish a base for senareting net 
income, which is @ fair base. When we come to our 
recommendations we suggest & supplementery return to the 
government might meke that oreekdown and it could be made 
quite fairly with proper cpportionments of costs end 
income. 

COMMISSIONSR ANGUS: It would not be possible to 
trensfer net income from one province to another,as it were, 


by trensferring investments ‘o as to incur a lower rete of 


MR. LEONARD: No. Insofar es trust companies are 
concerned, where their mein income is from service fees 
as administrators, there is quite e definite merked bese 
thet can be used, and if there happens to be & movement 
of funds between vrovinces or between heed offices it is 
an easy matter to cherge one brench with its share of the 
cost of that money and credit ‘nother brench. 

COMMISSIONER ANGUS: Tho shere would be epportioned? 

MR. LEONARD: On & besis of everege cost throughout 
the whole compeny. It is dene es © mutter of practice 
by most como.nios in order to determine whether or not they 


ere m.king money, I belicve. Ths bricf ecntinues;: 
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"Tos min o-rning power of ¢ trust comos.ny is 
in the fces it reccives for services rondorod in the 
7.dministr:tion of ostctos, trusts -nd ‘geneics, 

It porforms thoss sorvicos in compctition with 
individu:.ls, -s ny porson my -ct -s cn executor, 
wrustoe, or -.gent. It h-s no specizl privilcges 

in those c-p-citices. As the business of trusteeship 
in the hinds of priv-teo individucls is not trxe@ 

by provinces, oxcont insofrr «.s it my be reflected 
anes provyincicl incoms tox copliccable to the 

incomes of that individu.1, it would be logicel 

to assume tht the development of trust comorny 
business on & rommorctive basis would increase 
provincic1l texes. On the other hrnd, too heavy 

or indiscrim te texction roteards thi.t development. 

In the Roports of tho Ontario Registrar of 
Loin and Trust Corvor.tions «and of tho Superintendent 
wef Insuranco for Canade thore is set out cartein 
inform-tion cs to the texos paid by trust 
comcnicsys -Thoso rooorts for the yorr cnding 
December 3list., 1936, covor 35 trust compénics, 
including *-1l the larger oncs. 

According to thesc reports tho tote.l Dominion, 
provinciz.l ©nd municin:1 taxes (other then taxes 
On recl ostato) cné license foos peid by the 
como: nics in 1936 wes »698,660." 

I my intorvol:.te hore tht municip:.1l texcs on roel 
estate ere elimiu..o&@ boscuse those cro t-.xces coplicable 
goner: lly to ell citizons. Thess sre taxes which refcon 
p.rticularly to tho business of trust CGudip.nios. I 
continuc with the bricf: 
"These texos wore b.sod on the business of the 
compc-nios in the your ending Doccmber 3lst., 1955, 
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(bofore texes) of theso 35 compeonics wore 
#2,953,660. In othsr words, these trxos -mount 
to 23.7% of such not profits. 

If one wore to tike the -ggrog:.te ficures for 
those comp nics -nd divido by 35 in ordor to 
illustrato the position of cn sverego trust 
comp-ny, ons finds thrt this cvorege compeny 
m.do net profits (bsforo trxos) in 1935 of 
p81,151 and paid taxes in 1936 on its 1935 business 
of 18,989. This svorsge como; ny would havo s 
ecpitcl of $800,000, with reserve cnd 
contingency fund of »485,000, so th=-t its 
totel of sharcholdors funds would bce 1,285,000. 
Tits het profits (-fter taxes) evoiledlo to its 
shercholdors of $62,162 would amount to 4.8% on 
thoir oquity. It might bo noted zlso th: t ss thuse 
mou DrOlLits 2ro peid to the shnrcnmoldors” in the 
form of dividends, they cre agein subject to 
tox tion «s incomo in tho hrends of tho sh rohoidors," 

THE CHAIRMAN: When you sey 4.8% on your equity, 
you meen on the stock hold by them in the compeny? 

MR. LEONARD: I meen on the 91,285,000; thet is to 
sey, tho liability to the sharcholders over end above the 
liebility to the public, ths c=pitel end reserves of 

the company. 

THE CHAIRMAN: Yos, 4.8% on the scpitel. 

MR. LMONARD: Wheat consitutes at the moment & sharc- 
holders‘ invostment in the company? Continuing with thd 
Drdiors 

"Tt cen readily be scon from the forcgoing 
figures thet the texes paid by these compenics boar 
¢ high porcentege to the net profits end that 


the rate of return on his investment to the sherc- 
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holder is roletively sm-ll." 
Possibly I should qw.lify that wording. We do not 
Know, of courso, wh:.t the sharcholdor paid. He moy have 
peid more or loss, but at tho momont th-.t is tho shercholder . 
investmcnt in the assets of the comeany. I continuo with 
the bricf: 
; "The figures from the 1936 Roports wero given 
és being tho lctest avcila~ble, but they are typical 
of the trond of taxction on trust compnnics. 

It should bo pointed out once egain that these 
taxes do not include municipal texes on resl estate, 
such &@s & t x on & compeny's office building. 

As previously stated, tho comcanies recognize the 
hecessity of peying their fir sh-ro of the texation 
required for govornment in Canede. Tho above 
figures omphasizo thet they are doing so and 
point to the dosireability of elimineting any 
umiccossery oxpense in the vorformence of govornmont 
sorvicoos, ond In the collsction of texcs, end 
indicste the deangor in tho situetion wherein three 

texing cuthorities, taxing.on different beses, 
and heaving regerd «lmost oxclusively to their ow 
fiscel problems, pyremid taxcs until they become tos 
burdensome o 

In roletion to the texcs directly paid by trust 
eompenios, there should be considered the cxpense 
to trust companics in cslleoting taxes for governments 
on the trensections thet tho comocnics are handling on 
pohelf of many thousends of individucls. The anture | 
of & trust compeny business in ecting in the oapscity 
of oan oxecutor, trustoc, edministr-tor, & stock 
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transfor t-.xos for governments. Those t-xos cro 
not casrgo-ble directly sgrinst trust compr.nics but 
the cxpensea to comp-nies in connection with 

thom is herevy end consitutes, in OTloon, 20 
Indirect .t.x:. 

In the o-sc of onc company (rnd thr.t not the 
largost), it hes ostim.ted th t the sterr require’ 
to handlo tix:.tion m.tters involves it in cn 
Ennuel outls=y of ovor »50,000. 411 this monoy 
is spent without any roletion to nny tex chr rgcableo 
aginst the compsny itscolf. Furthormore, « 
considersble portion of it e-nnot be recovered 
from clicnts, because it is for work roquired of 
trust comp’nics by governments in connoction with 
este.tos or trusts whore tho se-le of fcos was 
ostcblishod prior to tho time whon t>-xing statutes 
liposod those dutics on oxocutors «and trustcos." 

THE CHAIRMAN: You moan thet it cost this comenrny 
to which you rofor over »50,000 por your to nttend to the 
texetion returns end tex-tion peymonts in connection 
with estatos which thc como -ny is administcring or looking 
aftor? 

WR. LEONARD: Estates end clionts. Most trust compenics 
now have an incemo tox dopartmont Glonc. For exemple, 
cach of those do incomo tex matters. Thon thore sre in 
the Esteatos Dep-rtmont whet is known as "c Succession 
Duty Deorrtment.™ 

THE CHAIRMAN: Of course, if it were not for est:.tos 
or egoncios --- if thcy wore doing thet for clion™; 2s 
distinct from clicnts end est:tes and agents I suppose 
they would bo paid for it? 

MR. LEONARD: Thst is whore some could bo rozcvere4. 
In the ecso of on ordinrtry estcte or trust whores ypur 
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accord neo with tho se-leo est-blished by log-l Kaopeaee 
end court prececdonts, -dditionel work hres not ronlly 
been compenssted for by romunorstion. I continuo with 
the briocf: 

“Without going into full dot:il of the work 
done by trust com-nics for t°xing -bodics some 
exrmples e7-n bo given. Letor in this briof, 
perticulsr montion will bo m do of Succossion 
Dutios fad it will be cporront tortho commission 
tht the task of sottling «nd prying duties is 
of considersbls m.gnitudc, involving time «nd 
Oxponse In Lecortscining the licbility for duty’ not 
only on tho b.sis of tho sstatc ss it comes 
into the trust comprny's hinds, at donth, but 
wLSsO° Ob eiftts or other trans: ctions in his 
lifctine, Duplic:z tion of texes ‘nd miitiplicity 
of taxing bodics -dd groatly to tht oxpensc. 

In connection with Dominion Income Tex 
collections, tho work of ©= trust company is cvon 
grester. In the Estetos Dop-rtment of one 
comocny, ct ono singlo offices, 75,000 Forms 
N00 \nd-601 aro roquired to be preparod annuclly 
by tho stcff to furnish the Incomso Tax Department 
With inform tion. In 2ddition, tnrotm:t16n 
returns must be furnished non-resident clients 
and beneficisrics whoro tox is witnheld in Cennde. 
Tho seme company completes and files annually 
1750 T+3 Returns for the vurpose of enabling the 
Income Tex Department to assess beneficiaries." 

THE CHAIRMAN: What is your suggestion, or have 
you a suggestion? 
MR. LEONARD: I should probably say there we 


are not somplaining about anything we have to do where 
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it is necessary for taxation purposes. There is bound 
to be a certain amount of expense. We only mention the 
expense because if on top of that there is any 
duplication or waste that could be eliminated so that we 
can get down to the bear essentials that ere necessary. 
For example, in making out 1700 T-3 returns there is not 
duplication there. Similerly with regard tc Forms 600 ana 
601; although there is a question as to whether that 
tax does not carry with it too much expense in relationship 
to the amount collected, If it is necessary, it has to be 
done. 

We come later to a suggestion and say that in view 
of all that, if there is eny way we cen suggest to 
eliminate the duplication or expense that seems to be 
waste then we think it should be dome. I continue with the. 
brief. 

"In the Transfer Depertment of a trust company, 
eonstent checking is required over lists of 
shareholders and transfers in order to comply with 
the requirements of such taxing legislation as 
Suceession Duties, 5% Tax, and Stock Transfer taxes. 

In the lest twenty years, eas taxation in 
Cenede increased in volumes it has been accompanied 
not only by the addcd government expense in 
collecting texes, but also by an cver-growing 

exoense to the public in paying them. The 
maintenance of records, the scrutiny of transactious, 
the necessity for legal advice and often litigation 
because of uncertainty or duplication, the 
completion of returns, payment of téxes, and the 
auditing of them, all these involve expense which 
must be added to the actuel taxes and to government 
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Ao; 


! ‘pat K te bewomt was ‘ew * 


BS a eet We aaa Com 
4 : Hie _ JeeoY 
ee fads oe hedegainl ie od Biioe ted’ 
Baioowr ote dadtt | stecenone, need aid rr 
Ges 
F008 whoo. qrutgian 


Xe 


TANT Oye OF od nett eexp a Ol oterd, 


—j 

i 

a fone 
by oe: : 
xe . 


a 
SLyode ey: 


sire oct ie a ane? 
Ar. 2 @ : oe 4: 


Hees 
ios " 
a) 4 


etatungn? bis 2 


it 4 
; 


beass sa feta 


er. 


esta ems: don” 
cepxay aatvectis 


de 
ue 


id WE Ee MH 


at eoh gus £6 wiatevyaone 
/ ae ah my thomas i fat 
. 3 ah oy on ; ae 

sekit Seode fia ict 


A at: tebe 
ye Seb 


2602. 


mont. It is particularly striking in tho caso of trust 
companies whore their oxpensos in collocting 
taxes for tho governments amount to a figure that 
Im. 2tsolr would be a hoavy tax. Thoro is a need 
for simplification in administoring the collection 
of taxes and for the climinetion of claborate 
processes, 
Probably the form of tex by ao provineo on 
trust combanics thet in the leng run would be 
the most equitable is a tex on net income from 
businoss transacted in. the province. In such 
evont, tho tax could he collcctod by the Dominion 
in the samo mannor as it now collocts income 
tax from individucls for the Province of Ontario. 
A suoplomontery roturn to tho Dominion filed 
with ths Dominion Incomc Tax return would givo the 
break-down of not income by provinces so that the 
rospootive taxos could bo allocated. While this 
suggestion might not carry with it any reduction 
in the total taxos vaid, yot 1t would climinato 
such duplication as now oxists and would also 
provide a saving in the governmental expense of 
CoOlLoctilon.” 
I think porheps I should say, Mr. Chairman, this 
as to taxation: Wo rocognizo thore should probably be 
& minitum license feo;irrespoctive of whothor any 
company has any net income it should bo taxable. But 
whon wo como to tho taxation foe, in the long run we 
bolicve 6 tax on not income would bo in tho intcrost of 
the provinecs as woll as saving cxponscs and it would ho 
@ more oquiteblo basis for taxation. I continue with tho 
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"! ; q ° - 
Furthermore, if both dominion and provincial 


taxation were to be on a net income basis, 
provision should be made for the allowance of one 
tax as an expense before calculating the other tax, 
so as to avoid duplication." 
That finishes the submission so far as trust companies 
directly are concerned. I come now to page 10: 
at SUCCESSION DUTIES. 

Trust Companies in their capacity as executors 
and administrators, as well as private-cxecutors 
and administrators, act virtually_as collection 
agents of succession-duties for the various 
provincial governments, and the same is true to 
some extent in acting as stock transfer agents. 

In such capacitics they have received advice as to 
the legal situation in a great many cases, and 
have had much experience in the practical application 
of the various. Acts. Trust companies, therezore. 
believe that they are peculiarly qualified to 
submit to the Commission a summary of the present 
legal position with respect to such dutics, and 
also the practical results thereof on the 
administration of estates and the position of 
beneficiaries. 

(a) Legal Position. 

Succession duties are levied by cach province 
by virtue of its authority to raise revenue by 
means of ‘direct taxation within the >rovince.' 

In several cases particular statutes have been 
attacked as attenpting to impose indirect taxation, 
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"A.C.176, tho statute in question has been held 
to be ultra vires on this ground. Lore often, 
however, taxability has been contested on the ground 
that wheh applied to the particular facts involved 
the tax was not ‘within the province.'! Such 
cases have usually involved the taxability of 
intangible pcrsonal property in theo nature of 
choses in action, and for a time the legal position 
was obscured by diffcrences of opinion about the 
apeslication of the maxim "mobilia sequuntur personam,' 
Since the dceisions of the board in the cascs 
of Alicyn-Sharple v. Barthe (1922) 1 A.C.215, and 
Kerr v. Provincial Treasurer of Alberta (1933) 
A,C.710, it may now be regarded as scottled that a 
provinces can only impcso a tax in the nature of 
succcssion duty, probate duty or inhcritance tax 
when cithor (a) the »ropurty sought to be taxcd 
is situatcd within the provines, or (b) when the 
property is not situated within the province but a 
*transmission' of the vroperty takcs placc within 
the provincsc. 

The right to tax on this ground is exercisable 
in respect of personal property only and in order 
for the ‘ttransmission' to be within the province, 
it would appear that the oroperty must vass fron 
& @cccdent domicilcd within the provinces to a 
peneficiary domiciled or ordinarily resident therein, 
As was said by Lord Thankerton in the Kerr cesc: 

'In their Lordships' opinion, the principle to be 
dcrived from the decision of this board is that 
the province, on the dcath of a person domiciled 
within the provines, is not cntitlcd to impose 


taxation in respect of personal property locally 
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"situate eutsids tho provinec, but that it is 


cntitlcd to imposs texation on poreone 4omicitca 


5 


or resident within the provines in respect of the 
transmission to thom undcr the previneial law of 
personal propcrty locally situatc outsidc tho 
provines, ' 

No doubt it would be intra vircs for a province 
to impose a tax upon a rcosidcnt bencficiary 
porsonally in respect of inhcritancs roecivod from 
sourccs outside thc provinec, but the provinecs do 
not sce fit to attcmpt such taxation in cxpross 
torms. As statcd by onc writcr: 

" mltolis(truc thateths primarfacie meaningeror 

somc cnacting clauscs is wide cnough to include 
a succcssion where the doecdcnt was not domiciled 
but froi a practical point of vicw tho cnforcecment 
of such taxation would bc impossitlc, inasmuch as 
there is no necd for any person to. disclose 
to. the provincial authority the fact of the 
succcssion. English judgcs carly recognized 
this difficulty and construcd the word 'succcssion' 
to moan sucecssion to the cstatc of a domicilcd 
decudent, only: pWaldieco Veulye Gry cbeRea ds Ch. 1; 
hi. Vi Lovitt. (1912)..4.0..220., Lembo y.. Manuct 
(1903) Ans. Bead 
“upject to certain unimportant excentions. [I think thet 


phrase shovld probably not be in there; I do not think 
there arc any execcopvions my Lora, 

"It may bo said that all the provinces impose 
sucecssion dutics on all property situated within 
the provinces and also on all transmissions within 
the provinces of personal property situated outsiac 


the provines, It is plain, thercfore, that in 
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“attcmpting to dotcrminc theo taxability of property 
colpriscd in an cstatc, it is first nececssary 
to dccidc tho situs in law of such property and 
then, in addition, to dctcrminc Within what province, 
if any, thc transmission of thc property is taking 
placc. 

Sines the dcecision in the King v. National 
Trust Company (1933) 4 D.L.R. 465, it appcers 
to be scttlcd 'that a provincial legislature is 
not comoctcnt to yvrcscribc the conditions Cixine 
the situs of intangible property for the purpose 
of dcfining the subjccts in rcospoct of which its 
powcrs of taxation undcr the British North Amcric 
Act, 1867,.s. 92 (2), may bo put into cffost,' 
and thc. situs must, in cach casc, bc dctcrmined 
Dy rofercnce tO the sencral principles of the comicy 
law. Ncverthclcss, thc dctcrmination of situs 
may bc a mattcr of considcrablc difficulty on 
particular facts, and thcsc difficultics have been 
productive of much litigation. The question of 
the situs of simplo eontract dcbts, deposits in 
a branch bank, mortgagcs on rcal cstatc, negotiable 
instrumcnts, partnership lands, bonds and sharcs 
of incorooratcd companics, have all bocn the 
subjcet of lawsuits, many of which have bean carried 
to thc Supreme Court of Canada or to the Privy 
Council. Tho question of the situs of the sharcs 
of incorporatcd companics is furthcr complicated by 
the possibility that diffcrent rulcs may bc appli- 
cable to the shares of dominion as contrasted 
with thosc of provincial companics, and becausc situs 
may bo affoctcd in specific cases by the provisions 


of by-laws of tho individual compani.s concerned, 
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" While gradually, as the result of litigation, 
the logal situation of diffcront kinds of property 
undcr various circumstanccs is becoming Clarificd; 
thcre scems no reason to cxpect a diminution 

any thc, Flood of litigation that has rcsultod from 
the attempt to apply complicatcd and oftcn 
technical rulcs to a grcat varicty of difforcnt 
scts of circumstances." 

THE CHAIRMAN: What were the facts in the King v. 
National Trust Company? I have forgotten. 

MR. LEONARD: That was in connection with the 
Sifton estate. Sir Clifford Sifton, who died domiciled 
in Ontario, held certain Canadian National Railway bonds 
registered in Montreal. 

THE CHAIRMAN: Now that you mention it I recall 
the case. 

MR. LEONARD: To proceed: 

erurractical Ditriculties, 

The fact that personal property comprised in 
the estate of a deceased person is normally subject 
to succession duties both in the province in 
which such Proce na has its legal situs and also 
in the province in which the 'transmission' of 
such property takes place, often subjects the 
beneficiaries of the estate to double taxation 
and raises administrative problems because of the 
legal difficulties already referred to. 

The succession duties Acts normally impose a 
responsibility on executors and aduinistrators 
to see that the duties are paid, and also contain 
a prohibition designed to prevent companies from 
permitting transfers of their shares or registered 


securities when such shares or securities have be 
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"subject to tax. This prohibition is enforced 
by the imposition of penalties on any conpany 
permitting such transfer without the consent 
of the provinces claiming the right to tax such 
shares or securities, Naturally, companies are 
unwilling to assume the risk of incurring such 
penalties in doubtful cases, and therefore usually 
insist upon receiving the consent of the province 
before permitting the transfer in any case where 
there is any possibility of the property being 
taxable. This means that not merely must the 
executors and beneficiaries themselves determine 
what taxes are properly payable, but in addition, 
before obtaining control of the asset concerned, 
they must be in a position to prevail upon the 
company in question to »vermit the necessary 
transfers. In »oractice this very often means 
that two legal opinions must be obtained, one 
by the estate and the other by the company whose 
shares or other securities may be subject to tax. 

So commonly do these questions arise that they 
have been described by a recent writer as 

tone of the fields of law most frequently 
encountered in ordinary practice of the present 
day. ! | 

In the case of shares and regisicrou securities, 
it not infregueitly happens that even when the 
estate has becn advised that certain assets cf 
this kind are properly taxable only in the province 
where the deccased had his domicile, the companics 
concerned refuse to permit such shares to be 
transferred without payment to some other province. 


Ths estate must then either pay dutics to such 
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“other province or bring action to have 

it declared that such cutics are not properly 
exigible. As the amount involved is often 

not very largc, estates habitually pay such 

dutics rather than assume the cost of such litigation 
and it is customarily only in large cstates where 
substantial amounts of money are involved that such 
questions got before the courts. Thus beneficiaries 
find themselvcs forced to make payments that 

they belicve are not only unjust but also not 
legally enforccable. 

Whon property comprised in an estatc is subject 
to duty in two provinces, the result is to increase 
the duty by reason of a circumstance that may well 
be regardcd as fortuitous, namely, that the lcogal 
Sivus.Of..the property is. in. a provinces other then 
that in which tho 'transmission' takes place. 

Very woalthy men who arc usually in receipt of legal 
advice on such matters often avoid this duplication 
by the formation of a holding company located in 
their province of domicile. Cascs of duplication, 
thercfore, arise most commonly in thc estate 
of moderate sizc whcrc, if the property subjected 
to double taxation constitutcs any sutstantial 
proportion of the estate, scrious hardship may 
result. 

Tn an cstate administered by onc of the membors 
of this association, thc total taxable valuc of the 
estate was avprozimately $82,000, which passed under 
the terms of the will to brothers and sisters «na 
nephews and nieces. Transmission of the estate 
took place in onc province but practically all 


the assets worc situatcd in another. The total 
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‘tax payable to both provinces Was eappreximately 
$18,200, of which approximately half was vayable 

to each one. This example is admittedly an extrame 
one, but many others could be given where the 
additional burden imposed on the thenericiaries 

was very substantial having regard to the amount of 
property involved. 

The fact that in respect of certain cstates duties 
have to be determined by two different Jurisdictions 
adds substantially to the cost of administration, 
ana the delays incidental to the determination of 
such dutics may involve the estate in scrious loss. 
In one instance where the sccuritics in question 
were Gifficult to valuc, thé delays incidental to 
negotiations with two different Succession Dutics 
Departments and the impcssibility of disposing of 
the securitics until such negotiations had becn 
eoncluded and relcasés obtained, resulted, ina 
declining market, in the estato finding itself 
ultimatcly with assets worth less than the total 
succession dutivs payable to the twa provinces, 

The multiplicity of taxing jurisdictions, the 
complexity of the legal problems crcated, anda 
the oractical difficultics incidental to duplicate 
taxation should be rocognized as waste in that part 
of our national economy concerned with the trans- 
mission of property by inheritance, Duplication of 
taxation on certain types of property under 
certain circumstances constitutes an artificial 
barrier against the free flow of capital for 


investment between provinces. 
The vresent position with regard to duplication 
of succession duties as betiwest the provinces of 


Canada and foreign countries has not been cecoribea 
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" but is broadly the same as that <hich exists 
between the prcevinces themselves, Such dupli- 
cation is also undesirable as tending to impede 

the free flo:; of investment Capital betiveen Canada 
and such countries. Informed investors, realizing 
the danger of such taxation, are naturally inclined 
to avoid it by limiting their investments to 
their places of domicile. Because of the legal 
and practical difficulties involved, the total 
burden of expense borne by the beneficiaries 
of the estates is actually much greater than the 
additional revenue collected by the provinces by 
reason of the existence of such duplication. 

(c) Double Taxation. 

It is obvious thet so long as succession 

duties reuain a provincial levy some measure of 
duplication of taxing machinery and 
Cemvarn ditticultics of \jurisdictior ere likely to 
be inevitable, but nevertheless the.core serious 
anomalies could probably be removed by an adequate 
system of reciprocal exemptions from such duties 
where double taxation would otherwise arise. 

We understand thet in the United States the trend 
of jurisprudence hus been to limit the taxation 
of personal property to the jurisdiction in which 
the deceascd was domiciled at the time of death. 

In Canace, however, the fact that the deceased 
had his domicile within the province does not confer 
taxing authority in respect of property outside the 
province unless the beneficiaries are also resident 
in the province of the deceased's domicile, and 
therefore reciprocity based on the theory that the 
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“the primary taxing jurisdiction wevld have to be 
qualified if certein property properly taxable tas 
not to escaoe taxation altogether. This aitfieulty 
however, would appear to be rather one of detail 
than of substance, and aithough under a system 

Qf reciprocal exeuptions many legal problems 

and their incidental expense would remain, the 
burden pleced upou beneficiaries could te sreatly 
lessened. Practical difficultice sould be further 
minimized if there was uniformity in such matters 
as the basis of valuation Of assets. definitions 
and general principles so that the settlement 

of such questions with respect to one Act vould 
Serve as & guldée in other provinces. 

Representations to the various provincial 
authorities have been made from time to time, 
but there hes been little or no progress tovards 
the establishment of reciprocal arrangements, 
Actually the trend has been the other viay, and where 
reciprocity formerly existed beticen provinces, 
it has in certain instances beon ¢liminated, 

Thus thors wore formerly reciprocal errangenments 
existing bctweon Ontario and several other 
provinccs which are no longer in effect. Reci- 
procity docs, however, cxist bet.con Com bain 
provinecs and the United Kingdom. 

Apart from the gencral difficulty of obtaining 
agreements between provinces that twould have the 
effect of recgucing provincial revenue, one specific 
obstacle in the path of such reciprocal arrangements 
has probably been differences of opinion about which 
taxing vrinciple, ‘situs! or ‘transmission’ 
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"that some provinces would be likely to favour 

the principle of ‘situs’ as determining the right 
to tax, whereas others woula prefer to see the. tax 
levied exclusively by ths prevince in which the 
deceased had his domicile. In the result ail 
provinces insist upon their legal right to tax 
according to both principles, and there is no 

Teciprocity at all. 

We are aware that the suggestion has heen vin. 
made to the Commission by certain of the provinces 
that succession duties should be made exclusively 
a federal matter. Tne suggestion has, however, 
been tied in with other considerations which are 
coppletely outside our field. While, therefore, 
such a change would, of course, remove the diffi- 
culties described as arising between provinces, 
we believe these difficulties could be minimized 
if a system of reciprocal exemptions between 
provinces could be brought into effect, accompanied 
by a greater measure of uniformity in the various 

acts." 

THE CHAIRMAN: I judge from what you have set out 
here, based upon past experience, that the prospect of 
eliminating this duplication of taxation is not very 
hopeful. 

MR. LEONARD: We cannot be optimistic about it, 


Mr. Chairman; but as with other problems, one has to 


mong provincial 


assume that there will be a willingness a 


governrents to sit down and discuss matters such as these 


and try to arrive at some conclusions having in mind 


the major interests involved; and if we cannot have that, 


then naturally we cannot eliminate duplication so long 


as it is a provincial matter, One has to essume that 
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there will be a greater effort than there has been in 
the past to bring it about; otherwise the only answer 
to that particuler question is the federal, tax, 

THE CHAIRMAN: Has your association formed any 
Opinion on the representations made by Manitoba and 
Saskatchewan on this question? 

MR. LEONARD: We thought that that was beyond 
our field. We do not nay these taxes; the citizens of 
the various provinces do. We know the situation and 
we can sct out the facts. The major point with which 
woe are conccrned is the elimination of duplication and of 
unnecessary administrative cost. But by reason of the 
fact thet there now exists throughout this country a 
system of provincial taxation on successions, we rcalize 
that there arc.othcr considerations that arise. There is 
the question of what will happen with respect to provincial 
budgcts which are now dependcnt to somc extcnt on succession 
dutics. These arc major considcrations which it would 
be presumptuous for us to cntcr into. 

THE CHAIRMAN: Thank you, Mr. Lconard. 

MR. LEONARD: I think I can say that there is no 
question that if there wore no succession dutics in Canada 
the logical thing would bo « fcdcral tax. 

THE CHAIRMAN: Thcrc is one point on which 
you might be able to throw somc light. Onc of the 
contentions made in Manitoba and Saskatchewan in favour 
of a dominion as opposed to the provincial tax was that 
the ostates which haa bocu secumulatedby residents 
dying in Ontario and Cuebec had been the result of 
trading throughout Canada, and that it was not fair to the 
provinces, in which part of the money at least had been 
made, that the whole benefit should go to the province 


in which the deceased happened to be domiciled at the time 
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of his death. I am not asking you to express an 
opinion on the argument, but can you throw anv light 
on the question whether trust companies, with the 
experience they have had in the handling of estates, 
are of the view that this general allegation is true? 

MR. LEONARD: £ do not think it will be possible 
to make any observation worth while even on the facts, 
because there is no question that the larger estates are 
in Ontario and Quebec. At the time of death the assets 
may consist of dominion of Canada bonds, we will say, 
and no one can say how they got the money that finally 
vent into those boncs. We just take the situation as it 
is at the time of death. The question is really tied in 
with the hole economic picture from the point of view 
of the cuid pro quo as betuieen various parts of the 
country in the production of wealth. 

THE CHAIRMAN: I suppose the trust companies 
have not available any statistics that vwould be of real 
value, statistics that would indicate whether the larger 
estates that come into their hands for administration 
have been built up as the result of trading or of 
financial transactions extending throughout the country, 
or have been built up as the result of transactions 
carried on wholly within the province of domicile? 

MR. LEONARD: It would be difficult to get such 
figures as would really reveal the picture, although it 
might be easy to obtain certain information from woich 
one might draw wrong conclusions. ZI think you would have 
to analyze the history of the man and go through a 
sufficient number of cases before you could determine in 
-hat relationship the wealth represented by various 


estates stood to transactions carried on in different 


provinces. One would have to know how the wealth had heen 
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built up. I should think thet other statistics would 
show that more clearly -- statistics relating to the 
accumulation of wealth in a particular period through 
savings. It has just been pointcd out to me that even 
if one discovered that the asscts of a man consisted 
largely of investments in an eastern company, in turn 
the business of the castern company may havc boen built up 
out of business throughout the whole of Canada; so that 
it would need not only an analysis of the invcstmcnts 
but also of the co:zpanics whose shares or bonds aré 
ropresented by those investments. 
TEE CHaltRuaN: It would involve a gencral undcr- 
standing of the territory over which the man carried on 
his business. It is very difficult to gct any figures; 
I should think, perhaps, impossible. We had a concrato 
illustration givcn us in Winnipeg of a company, thc 
principal shareholders of which did not live in Manitoba, 
but which was carrying on « very large business in Winnipce, 
whcre it was suggested that they had made very substantial 
profits. One of the members of that company died and 
it was said thet Manitoba did not gct any of the succcssidy 
dutics. | 
MR. LEONARD: ‘There may be such considcrations 
involvod in determining which principle should be adopted. 
Of course, the reverse situction might arisc; somcone 
might dic in Manitoba with property elscwherc, and it would 
be to thc intcrests of Manitoba to have domicilc apply. 
THE CHAIRMAN: So far as the western provinces 
arc concorned, their vicw of the matter would involve the 


Gominion imposing a tax. 
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MR. LEONARD: I cuite appreciate that. 
THE CHAIRMAN: I merely wanted to know whether 
you could give us any light on the feots, 
MR.LEONARD‘ if by further research we can 
obtain any information along that line we shall be glad 
to give it. At the moment I think it would be difficult. 
THE CHAIRMAN: I should think it would be. 
wR. LEONARD: May I proceed? 
_ Stock Transfer Taxes. 

In their capacity as stock transfer agents, 
trust companies are also in constant daily contact 
with stock transfer taxes, and while these are 
not taxes paid by trust companies, yet as they 
are collecting them for the governments, there 
are certain aspects which we should call to the 
attention of the Commission. 

Stock transfer tax is imposed by the 

dominion, Ontario, and Quebec. The dominion's 

tax duplicates the provincial tax, and in addition 

there are cases of triplicate taxation by the three 

governments, where the head office of a company is_ 

in one province and e transfer office in the other, 

Inspections and audits of company records are made 

by both dominion and provincial auditors, at 

Gifferent times, and such insyections may involve 

weeks of time during which members of the 

staff of a trust coupany are called upon to devote 

time to the essistance of the inspectors. As 

in the case of succession duties, legal questions 

arise and constant attention is required to comply 

with the regulations issued in connection with the 
It has been estimated that the cost to a 


taxes. 


trust cowpany in connection with the collection of 
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"stock transfer taxes amounts to over 15 per 
cent of the tax collected, 

Even if both federal and provincial juris- 
dictions are to-impose stock transfer taxes, it 
should be possible to have only sine collecting 
and auditing governmental department and a 
transfer should not be subject to tax in two 
Provinces," 

That finishes the brief so far as trust companies are 
concerned. Part EI deals with loan companies. 
" ego) bd 
LOAN CO: PANIES. 

The loan companies that are members of the 
Dominion Mortgage and Investments Association 
are all companies whose chief and primary function 
is to lend money on first mortgage security on 
improved real estate. There is another type of 
coupany that is sometimes called a loan company 
but which lends on notes or personal property, 
and which might be described more properly as 
"small loan" companies or finance companies. 

This submission deals only with loan companies 
engaged in the business of making first mortgage 
loans on real estate. 

JURISDICTION. 

Loan companies in Canada had their genesis in 
building societies. Nearly all the loan companies 
now doing business were originally building 
societies. 

At the time of Confederation, the verious 
provinces had in effect such legislation as the 

Building Societies Act of the Province of Canada, 


providing for the incorporation of building societies, 
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"and this legislation continued in force after 

1867. Subsocuvnt dcvelopments indicated thet there 
socictics could function better with permanent 
capital stock, and the cvolution took placc whereby 
most of thom changed into loan and savings 
companics, Since thon both dominion and provincial 
legislaturcs havc passed legislation dcaling 

with the incorporation and rcgulation of loan 
coLlipanics,. 

The rcmarks in this briof with respect 
to the duplication of jurisdiction of thc provinccos 
and the dominion over trust companics are applicable 
also to loan compoanics. 

One rccomonéation is also to the samc effect, 
namely, that duplicate inspection of companics 
bc climinatcd and that in thu future the 
dominion dcovartmcnt should be made available 
to inspcet provincially incorporated companics 
rather than that any new provincial dcpertment 
should bc sct up. 

TAXATION. 

In Schedule "A" to this bricf, wo have sot out 
the taxes applicable to loan companics as well as 
to trust companics. Gcncrally spvaking, the 
samc remarks apply to both classcs of companics 
in so far as concerns the taxation directly paid 
by thet. Tore is-: variation of bases and 
€uolication in certain cases as to the tax on 
capital. 

As in the case of trust companics, the aggregate 
of taxes paid by loan companies to the dominion, 
provincial and municipal governments bear a 
relatively high »ercentage to the net profits 


of the coanpanies. Even if the total anount of 
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"taxes were not reduced by the substitution of a 
provincial net incone tax on business transactions 
in the province, in lieu of the present different 
bases, \e believe that it would be a sounder 
method of collection; and the use of the 

Dominion Income Tax Department for its collection 
and audit should be a saving to the governments 
and to the taxpayers. 

In the cese of the Dominion Income Tax Act, 
it is pertinent to point out the fact that, after 
a cOipany hes paid income tax, the shareholder is 
élso subject to tax on his dividends, and while 
this is true with respect to all classes of 
cOiipanies in Canada, the following exauple 
illustrates the contrast between that system and 
the British income tax. 

From an investor's standooint, English building 
societies are comparable to Canadian loan companies. 
As their income tax legislation exempts dividends 
if the tax has been paid by & company, an arrangement 
has been effected between building societies and 
the authorities, the general effect of which is 
that the societies pay a special rate of one 
aioe ang eight rence in the pound instead of 
the standard rate of four shillincs and six 
pence in the pound; in other words, a tax of 8% 
per cent on net profits, insteac of 22% per cent. 
No further tax is payable by the shareholder unless 
he is liable for surtax, This arrangement applies 
even where the shareholder is not a borrower from 
the society, in other words, in the same position 
as a shareholder in a Canadian loan company. 


By contrast, in Canada a loan colpany pays an 
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“income tax of 15 per cent on its net profits, 
ana then the shareholder is again taxed on what he 
receives frou the company. In addition, there 
are the provincial and unicipal taxes (other 
than taxes on real estate) in Canada, for which 
there is no counterpart in England,’ 

TH CHAIRMAN: Does not the English building 
society still serve very much the same purpose as the old 
building societies did in Upper and Lower Canade? 

MR. LEONARD: Yes, except that so far as our old 
building societies were concerned -- 

THE CHAIRMAN; I mean, they are composed largely, 
are they not, of people who subscribe for stock and get 
loans? | 

MR. LUONARD: No, there has been a great 
aevelopment away frou that. The man who borrows does 
have to subscribe, but the bulk of their money comes 
from investors, shareholders, and in some cases a large 
amount comes from depositors who are not borrowers. 

THE CHAIRMAN: Of course, in our case, to-day 
the shareholders of a loan company are like the share- 
holders of any other financial institution. They invest 
in stock if they think the investment is a good one; 
otherwise they do not. 

MR. LEONARD: The situation is the same if one 
wants to buy shares in the Halifax society for example. 
That can be cone as 2 straicht invcstment, the only 
difference being that in practise their shares are 
callable; the shareholder can walk in ane ask for nis 
investment. 

THE CUAIRMAN: Yos, they are redeemable. But 
why should the English principle bo applied in Canada, 
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to any othur financial institution? The stockholdors of 
a loan company arc in the samc position as the stockholédcrs 
of any othcr financial institution. 

MR. LEONARD: I an not suggesting that it should 
be. JI mercly wanted to point out that that particular 
casc, which has comc to my attcntion at various tines, 
scoms to be the nearest I could gct at in cndcavouring to 
find out what cffcoct our double tax might have in an 
enterprise such as the loan company business; otherwise 
one can never estimate how much individual shareholders 
are paying in addition to the tax the company pays. 

The British system always seemed a fairer system, even 

if the rate were raised, because once the tax was paid 

it was paid; and what struck me was that the income tax 
authorities there made an arrangement with the company 
whereby, instead of the company paying 22% per cent, 

and the shareholder coming forward and saying that he was 
not subject to income tax at all, a settlement was agreed 
upon on the basis of a payment by the company of 8% 

per cent. My colleague draws my attention to a correction 
inethe, brief. Ths standard rate in Great Britain is 
five shillines in the pound. At the time this statement 
was drawn up it was four shillings and six pence, but 

it is now five shillings in the pound. 

THE CHAIRWAN: It is five shillings now? 

UR. LEOKARD: Yes, the standard rate; and that 
would raise the rate of ona shilling and eight pence 
by the same provortion as the four snillinge and 
six pence is increased to five shillings. 

COMMISSIONER ANGUS: Was there some special reason 
for the coacession in England ? Was it to encourage loans 


to small home owners? 


MR. LEONARD: In the receding I have dons on tha’ 
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particular subject I do not find it so stated. The 
inference I drew was that the average investment being 

a small one, presumably the shareholder would apply 

for a rebate instead of the tax paid by the company. 

For instance, this arrangement does not apply to invest - 
ments over five thousand pounds. If an investor in 4 
British building society puts more than five thousand 
pounds into the comoany, the company must deduct the full 
standard rate from any dividend paid him. That seemed 
to be the basis and in that regard it appeared to be 
applicable to our loan companies, because the average 
investor in a loan company here is camparable to the 
average investor in a building society. One may be a 
little larger than the other, but not a great deal. 

Tiid CHAIRMAN: On this particular point, do loan 
companies stand in any different position from any 
other financial institution? 

MR. LEONARD: ZI should not think that they would 
stand in a different position from any other company 
that had a diversity of shares comparatively small in 
amount. 

COMMISSIONER ANGUS: For the investor in England 
to ask for the return of his money, his income would have 
to be so low that he would not be liable to the full 
tax of five ehillings in the pound. 

MR. LEONARD: The arrangemen} to which I have 
referred deals purely with investors who are not borrowers. 
When we talk about a twenty-three per cent tax on a 
co.pany, we must remember that here there is a fifteen 
per cent dominion tax and an additional provimcial tax, 
and we suct also bear in mind the fact that the same 
business must vay the tax thet the shareholder days when 
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estimating that. There is a difference tstwesn texine 
the same business right throuck t© the shareholder and 
taxing it only once. ‘je think of five shillinesin the 
pound es a high tneome tax, but it is imposed only once. 
I am not suggesting that there should be a change, but 
I thought it might be well to point out that notwith- 
standing that we have only a fifteen cer cent tax it is 
in fact a high tax. I come now to the conclusion: 

Y. CONCLUSION 

In making this submission, we desire to 
repeat that it is recognized that our comoanics, 


along with others, must bear their full and fair 


wv 


hare of taxation in Canada. Je believe that 
a situation has developed in this country whereby 
the various taxing bodies, acting independently 
of each other and having regard to their own 
fiscal problems only, have created a tax situetior 
which detrimentally affects our economic system. 
Even if one assumes that it is essential thet the 
same aggregate amount of taxes must continue to 
be raised in order to perform the necessary 
functions of government in this country, it 
scems imperative that waste and duplication should 
be eliminated, and that as long as there are two 
or more taxing jurisdictions, there should be 
coordination between them so that in addition 
to eliminating overlapping, the combined taxes 
of all governments will bear a proper relation 
to the national income. 

In conclusion, may we express to the Commission 
our desire to make available to it any further 
information or assistance within our knowledge 
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and to cooperate to the fullest extent 
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"in the work of the Commission.‘ 


We should like to put in a bricr later on dcaling with our 


investmnt position as holéirs of sucuritics in this country 
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MR. STEWART: Turning to page 5, where you urge 
that there be coordination among taxing jurisdictions 
in the matter of machinery of tax collection, would you 
care to elaborate that a little and illustrete the form 
of coordination you had in mind? Do you suggest the 
creation of a tax-collecting body? 

MR. LEONARD: In arriving at a conclusion as to 
actual machinery, I should not like to say anything that 
might not reflect the views of the people I represent. 

I could only express personal views in so far as I have 
given the question consideration, but I think there should 
be some kind of permanent body, a secretariat, which 
might make a study of taxing matters in Canada; and 
broadly speaking, I am of the opinion that the different 
taxing bodies should be willing to get together and co- 
operate in devising sone form of machinery that would 
avoid duplication and the difficulties that result from 
lack of coordination. 

MR. STEJART: With a view, ultimately, to working 
out some sort of joint permanent commission? 

MR. LEONARD: One of the most important agencies 
would be something in the nature of a vermanent secretariat 
a researc.l bureau on taxation. 

MR. STEWART: On page 8 you discuss the question 
of remuneration on the basis of the scale of fees 
established prior to the time when taxing statutes 
imposed these duties on executors and trustees. Is it 


not generally the case in all the provinces that executors 


ang administrators are remunerated on the basis of their 
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work, their pains and troubles? 

MR. LEONARD: But in establishing that basis 
there has grown up --- certainly in Ontario, with respec 
to which I can speak with more knowledge than I can 
ofrotuher partsief Canada == a tariff, so to speak, under 
which the maximum an executor can receive is five per cent 
on the income -- two and a half per cent on receiots and 
two and a half per cent on disbursements. That is the 
maximum. In the case of an estate where the collection 
of income was comparatively easy, only one or one and a half 
per cent might be allowed. They might bring that up, 
where there was more expense, to the two and a half per 
cent, but that is the maximum. Generally speaking, 
the scales all the way through were established by 
decisions in the nineties and the early part of this 
century. 

MR. STEVART: It would be hard to revise the 
schedule. 

MR. LEONARD; Yes, it is difficult to bring about 
a recognition of additional expenses. It does not matter 
whether we vay it or the pubic vays it, there seems 
to be unnecessary expense that could be avoided, and we 
should try to minimize it. 

THE CHAIRWJAN: In the end, I suppose the public 
pay all taxes, 

MR, LEONARD: I do not know from what other 
source they would come. 

MR. STEWART: Would you care to express an Opinion 
on this point? Should the jurisdiction to levy succession 
duties be transferred, as has been svaggcsted in the past, 
to the dominion? Would a larger amount be collected 
by the dominion than by the several provinces? 


WR. LEONARD: To the extent thav there is pupltloadaicc 
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at the present time; there would be less when you 
eliminated that duvlication. There would be a saving to 
the public in expense; otherwise it would seem to me, 
giving my offhand opinion, that if the Drowinees. Wore 
administering their Acts to the fullest extent, 

taxing all taxable property, so that no one could evade 
it, there would not be any increase. But there may be 
the possibility of escape from taxation under the present 
system. 

MR. STEWART: If we can judge from events of 
fairly recent times, there has been some evasion in the 
past. 

MR. LOOWARD: Yos. 

MR. STEWART: At any rate, so it is alleged. 

The laws call for the taxation of all property in Canada 
and oresumably, the rate being the same, there would be 
no more raised; but dunlication would be eliminated. 

MR. LEONARD: Possibly less would be raised 
because there would i0t be the dual situation. 

COMMISSICNER ANGUS: World there be any economy 
from having a uniforz rate throughout the country, so that 
one could not have one's domicile in a province with a 
lower rato? 

MR. LEONARD: Yes, there would be a big saving 
in expense, I should think, because expense is involved 
in dealing with government officials. 

CCLIMISSIONE:: DITOR: Do you think that if the 


dominion were the sole taxing body there would be less 
chance of evasion? 

MR. LECIUARD: In my opinion that is largely a 
xatter of administration. If a province Coes want to 
enforce its Act it should be able to tax property 


located in the province just as well as the dominion, 
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COMMISSIONER ANGUS: Uf the dominion were 
administering income tax, both for itself and for the 
provinces, would it tend to become a more efficient 
collector of succession duties? Does one set of roturns 
serve as a chock against the othcr? 

MR. LEONARD: I understand that the income tax 
information is available to the provincial taxing 
authorities. Certainly, all information would be of 
assistance in dealing with succession duties. 

THE CHAIRMAN: This concludes our program for 


to-day. We will resume to-morrow :iorning at ten thirty. 


(The Commission adjourned at 
4.50 pom., until 10.50 a.m., 
Wednesday, January 19, 1938.) 
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